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| THE TICKER | MUSEUM NEWS 


Museum Prepares for 2023 Gala 
and Expands Board of Trustees 


As 2023 BEGINS, I am very happy to 
announce that we will return to an in-per- 
son gala this year after two years of virtual 
galas. On the evening of March 13, we will 
celebrate the Museum’s recent accom- 
plishments and honor several financial 
icons at Cipriani 42nd Street. 


Message to Members 


We have an exciting speaking line-up 
for the program, which will be emceed 
by CNBC Senior Markets Correspondent 
Bob Pisani and “WealthTrack” Executive 
Producer and Managing Editor Consuelo 
Mack. Robert Arnott, founder and chair- 
man of Research Affiliates, will receive 
the Whitehead Award for Distinguished 


Public Service and Financial Leadership; 
Vincent Viola, co-founder of Virtu Finan- 
cial and former NYMEX chairman, will 
receive our Financial Innovation Award. 

This year’s Lifetime Achievement Award 
will honor the accomplishments of Mark 
Shenkman, founder and president of Shen- 
kman Capital Management 
and a long-time Trustee of 
our Museum. We will also 
present a Special Recogni- 
tion honor to veteran finan- 
cial journalist and long-time 
Museum supporter Carol 
Loomis, who retired as senior editor-at- 
large at Fortune magazine after a 60-year 
career at the magazine. We hope many of 
you will join us for this celebration. 

I am also excited to announce that 
in November 2022 our Trustees voted 
to expand our Board from 40 to 50 
members. This will enable us to include 


representation from a wider range of com- 
panies and increase the Museum’s sup- 
port base. I would like to welcome the 
following new Trustees, who joined our 
Board in 2022: Sabrina Bailey (London 
Stock Exchange Group), Patrick Curtin 
(Citi), Martin Fridson (Lehmann, Livian, 
Fridson Advisors LLC), Anders Nemeth 
(Oliver Wyman), Eamon Nolan (Vinson 
& Elkins), Scott Reddel (Accenture) and 
Dan Veru (Palisade Capital Management). 

And, finally, I would like to recognize 
three Trustees who completed their Board 
terms in the past year. We are very thank- 
ful to Bob Hotz, Myron Kandel and Peter 
Davis for their years of service to our 
Board, as well as their committee work 
and advocacy on behalf of the Museum. 
We truly appreciate the contributions of 
all our Trustees, past and present, who 
have been so crucial to the success of this 
organization. $ 


The Museum welcomed the following new Trustees in 2022 (left to right): Sabrina Bailey (London Stock Exchange 
Group), Patrick Curtin (Citi), Martin Fridson (Lehmann, Livian, Fridson Advisors LLC), Anders Nemeth (Oliver Wyman), 
Eamon Nolan (Vinson & Elkins), Scott Reddel (Accenture) and Dan Veru (Palisade Capital Management). 
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MUSEUM NEWS fig 


Four NYC Students Awarded MFA Merit Scholarships 


THE MUusEvM is proud to announce that 
four outstanding students have received 
the Museum Finance Academy (MFA) 
merit scholarships for the Fall 2022 semes- 
ter. The MFA is a free five session personal 
finance certificate course for 11th and 12th 
graders with the goal of teaching stu- 
dents to aspire to financial independence 
through developing an appreciation for 
savings, establishing financial goals and 
learning to avoid scams. 

Hamza Ali, a 16-year-old junior at 
James Madison High School in Brook- 
lyn, received the top scholarship award 
of $1,000. Upon graduation, he plans to 
major in computer science and minor in 
finance. In his free time, he researches 
the growth of major companies. He plans 
to use this information to one day start 
his own company and become financially 
independent. 

The other three top achievers in the 
MFA program received scholarships of 
$500 each. They include Daniela Meza- 
Gutierrez, a senior at the High School of 
Economics and Finance in Manhattan, 
who is the daughter of immigrants and 
will be a first- generation college student 
next fall; Selena Tran, a junior at the 
Academy of Finance and Enterprise in 
Queens, who plans to pursue a business 
degree and aspires to one day run her own 
business; and Ognjen Vasic, a junior at 
the Academy of Finance and Enterprise in 
Queens, who would like to pursue a career 
in fintech. 

The scholarship winners will be fea- 
tured in a video created by the Museum’s 
pro bono PRagency, Vested, for the open- 
ing of the 2023 Gala. The Museum is 
thankful to Con Edison for its continued 
support of this program. $ 


The Museum is proud to announce that (clockwise from upper left) Hamza Ali, 
Daniela Meza-Gutierrez, Ognjen Vasic and Selena Tran have earned merit scholarships 
as top achievers in the Fall 2022 semester of the Museum Finance Academy. 
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The Personal Finances of Presidents, 
Part 2: Harry S. Truman 


By Brian Grinder and Dan Cooper 


JOHN TRUMAN was a successful speculator 
in wheat futures on the Kansas City Board 
of Trade and was growing wealthy. As is 
the case with so many futures speculators, 
Truman made one bad trade in 1901 that 
lost more than $40,000 and reversed his 
family fortunes. The loss meant that John’s 
17-year-old son, Harry, would not be able 
to go to college. It also meant that the 
future President of the United States had 
to forego the piano lessons he so enjoyed. 
From this point onward, Harry Truman 
struggled with finances, and while his 
political success mitigated his financial 
problems for a time, his struggles contin- 
ued after he left the White House. 

His father’s failed financial speculations 
forever colored Harry Truman’s negative 
view of financial markets in general, and 
futures markets specifically. In the first ever 
televised presidential speech from the White 
House on October 5, 1947, Truman struck 
out against futures markets speculation: 


Another factor that contributes to 
the high prices of food is gambling in 
grain. Grain prices naturally respond 
to the law of supply and demand, 
but they should not be subject to the 
greed of speculators who gamble on 
what may lie ahead in our commod- 
ity markets. 


There is a place for legitimate trading 
in futures and for hedging transac- 
tions. But 90% of all accounts in 
a recent corn futures market were 
found to be speculative. Trading in 
wheat futures grew 75% in Septem- 
ber compared with August. Normal 
trading in wheat at Chicago should 
amount to three or four million 
bushels a day. In this past September, 
however, trading averaged almost 30 
million bushels a day. In a single 
month, on one exchange, almost half 
the year’s crop was traded—bought 
and sold—just plain gambling. Portrait of President Harry S. Truman, circa 1947. 
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I am instructing the Commodity 
Exchange Commission, which con- 
sists of the Attorney General and 
the Secretaries of Agriculture and 
Commerce, to demand of the grain 
exchanges that they increase their 
margin requirements to at least 33 
%%. If the grain exchanges refuse, the 
government may find it necessary to 
limit the amount of trading. 


I say this because the cost of living in 
this country must not be a football to 
be kicked about by gamblers in grain. 
[Emphasis added] 


In President Truman’s eyes, there was 
nothing positive about speculators in 
grain markets. 

After John Truman’s catastrophic losses, 
Harry was forced to return to the family 
farm. He enjoyed farming but was never 
able to turn much of a profit from his agri- 
cultural endeavors. Meanwhile, his farm 
debt continued to grow as Harry expanded 
into other businesses. A foray into a Kan- 
sas oil company known as the Morgan Oil 
and Refining Company in 1916 came up 
dry when the company ran out of cash and 
was forced out of business. According to 
historian Robert H. Ferrell, “Had the part- 
ners drilled deeper they could have tapped 
into the famous Teter Pool and become 
millionaires.” Instead Truman was left 
with nothing for his $5,000 investment. A 
similar investment in an Oklahoma lead 
and zinc mine that same year also left Tru- 
man with a $7,500 loss. 

World War I interrupted Truman’s 
business endeavors when the 33-year-old 
volunteered to go to war. Truman’s war 
experience honed his leadership skills, 
established life-long relationships and set 
him on his path to the White House. In 
France, Truman and fellow soldier Edward 
“Eddie” Jacobson were tasked with running 
a canteen. The partnership proved to be 
successful and sparked a lifelong friend- 
ship. After the war, Jacobson and Truman 
went into business together opening a hab- 
erdashery in Kansas City. The haberdash- 
ery was initially successful, but it was forced 
to close during the economic downturn of 
1921. It took Truman 15 years to pay off all 
the debts incurred from the failed business. 


Harry S. Truman riding a cultivator on the family farm in Grandview, Missouri, circa 1910. 


Fortunately, politics intervened. Tru- 
man aligned himself with the Pendergrast 
machine and was elected to a judge’s 
position in Jackson County, Missouri. The 
position was essentially a county com- 
missioner’s post that paid about $3,500 a 
year. It didn’t make Truman rich, but it 
stabilized and improved his finances as 
Truman’s political star rose. Nevertheless, 
the Truman farm was forced into foreclo- 
sure in 1940 while Truman was engaged 
in a difficult reelection campaign for US 
Senator. The farmland was sold to friends 
of Truman in 1945, who sold part of it back 
to the then Vice President. Truman was 
able to buy back the rest of the farm the 
next year after his ascension to the presi- 
dency increased his salary substantially. 

When Truman’s second term ended 
in 1953, he and his wife Bess were happy 
to return home to Independence, Mis- 
souri. However, financial difficulties arose 
soon after. At the time, presidents did not 
receive a pension or any other support 
from the federal government after their 
term of office expired. Truman received a 
pension from his time in the Army, which 
amounted to $112.56 a month, but it was 
not adequate to cover the costs of a for- 
mer President. Truman spent $10,000 on 


postage stamps alone in his first year out 
of office. The math simply didn’t add up 
when the costs of two assistants and rent- 
ing office space were considered. 

Truman was offered many lucrative 
jobs with few responsibilities after his 
presidency, but he turned them all down 
on principle. “I could never lend myself 
to any transaction, however respectable,” 
wrote Truman, “that would commercial- 
ize on the prestige and dignity of the office 
of the presidency.”! 

One solution to the financial impasse 
was to write his memoirs, which Truman 
quickly set out to do. Soon after leaving 
office, Truman signed with Doubleday 
for an astronomical advance of $600,000. 
Taxes, however, at 67%, devastated the 
advance. Although his memoirs sold well, 
after expenses, Truman bitterly noted that 
he was left with only about $37,000 from 
the advance. 

Matthew Algeo, chronicler of Harry 
and Bess’s 1953 road trip, writes, “No 20th 
century President retired to more humble 
surroundings than Harry Truman.” The 
Trumans drove themselves from Inde- 
pendence, Missouri to the East Coast and 
back without Secret Service support or any 
other government assistance. It was one 
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Harry S. Truman and friends standing in the Truman and Jacobson Haberdashery in Kansas City, Missouri. From left to right: Harry Truman, Francis Berry, 
Mike Flynn and Kelsey Cravens. This is the clothing store that Truman and Eddie Jacobson owned, which opened in 1919 and failed in 1921. 


of the last times any former President was 
able to act like a normal citizen. Accord- 
ing to Algeo, “One of the reasons he and 
Bess drove themselves halfway across the 
country and back was that they couldn’t 
afford a more extravagant trip.” 

In the late 1950s, Truman urged Con- 
gress to pass legislation that would grant 
funds to former Presidents to help offset 
administrative expenses. He wasn’t asking 
for a pension for himself, just relief from 
the financial responsibilities of being an 
ex-President. Sam Rayburn, the Speaker of 
the House of Representatives, and Senate 
Majority Leader Lyndon Johnson worked 
together to pass the Former Presidents Act 
of 1958. The Act provided former Presidents 
with a $25,000 annual pension, $50,000 for 
office expenses and franking privileges. 

Two former Presidents were eligible 


for the new benefits. Herbert Hoover was 
independently wealthy and didn’t need the 
money, but he accepted the benefits any- 
way to spare his friend Truman embarrass- 
ment. Truman, who pushed for the legisla- 
tion, was grateful for Congress’s largesse. 
The Former Presidents Act was more 
than Truman hoped for. It gave him finan- 
cial security for the rest of his life and 
provided his wife with a pension upon his 
demise.” Over the course of time, the Act 
has been updated and expanded. Today a 
former President’s annual pension and ben- 
efits can easily exceed $1,000,000 annually. 
The scale and scope of Truman’s finan- 
cial struggles were similar to those experi- 
enced by the average American of his day. 
Unlike most modern-day Presidents, Tru- 
man’s personal experience allowed him 
to relate to the money problems of the 
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masses. While he often displayed outright 
hostility to the financial markets, Truman’s 
financial pain gave him unique insight into 
the plight of the common man and allowed 
him to govern with an eye toward the bet- 
terment of the average American. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 


Notes 


1. A2007 New York Times article called Tru- 
man’s refusal to monetize the presidency 
“Harry Truman’s Obsolete Integrity” in 
light of Bill Clinton’s garnering $40 mil- 
lion in speaking fees in the six years fol- 
lowing his presidency. 


Harry S. Truman Library & Museum 


Harry S. Truman Library & Museum 
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By Ann Mari May 


THE AMERICAN ECONOMIC ASSOCIATION 
(AEA), and indeed the public at large, 
is slowly awakening to a problem in the 
discipline of economics. According to The 
New York Times, “The economics profes- 
sion is facing a mounting crisis of sexual 
harassment, discrimination and bullying 
that women in the field say has pushed 
many of them to the sidelines—or out of 
the field entirely.” 

As writers for The Economist put it, 
“Something is broken within the market 
for economists, and the profession has 
moved only belatedly and partially to 
address it. A lack of inclusivity is not sim- 
ply a problem in itself, but a contributor to 
other troubles within the field.” 

Although women have made significant 
progress in certain STEM (science, tech- 
nology, engineering and mathematics) 


Eleanor Lansing Dulles, 1958. In the 1920s, while revising 
her Ph.D. dissertation, male economists suggested they 
could do more with her research than she could and that 
she should turn over her notes. She refused to do so. 


fields, evidence suggests that there has 
been little progress in bringing women 
into economics since 2000. As of 2018, 
among the social sciences women earn 
over 60% of doctoral degrees in psy- 
chology, anthropology and sociology. In 
economics, only 32% of doctorates are 
awarded to women. 

Not only are there few women receiv- 
ing doctorates in economics, studies show 
underrepresentation of women at all levels 
of the academic hierarchy. In econom- 
ics departments with doctoral programs, 
28.4% of assistant professors were women, 
25.8% of associate professors were women 
and a startlingly low 14.3% of full profes- 
sors were women as of 2018. 

As disappointing as the numbers are 
for women generally in the discipline of 
economics, the representation of women 
of color is simply inadequate and unac- 
ceptable. Amanda Bayer and Cecilia Rouse 
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indicate that only 11 minority women (Afri- 
can American, Hispanic and Native Ameri- 
can) earned doctorates in economics in 
2014. While about 30% of the US popula- 
tion is identified as Black or Hispanic, only 
6.3% of tenured and tenure-track faculty in 
economics are identified as such. 
Economists have only recently become 
aware of the lack of women in econom- 
ics. Yet the position of privilege of most 
white men in economics is reflected in 
countless examples in the early years of 
the 20th century. While some were at least 
somewhat sensitive to the challenges that 
this might present, many others were not. 
In the first issue of the American Eco- 
nomic Review (AER) published in 191, 
Davis R. Dewey, then editor, acknowl- 
edged that he was in part prompted to 
allow a woman author the space for a pub- 
lished reply to a negative review because 
he was aware that there was a suspicion 


National Archives 


University of Pennsylvania 


Sadie Tanner Mossell Alexander at her Ph.D. graduation in June 1921. 
She was one of three Black women to obtain a doctorate by that time, 
the first Black woman to obtain a doctorate in economics and the first 

Black woman to get a doctorate from the University of Pennsylvania. 


that he was attempting to silence her “on 
the ground that she was a woman.” 

In the 1920s, Eleanor Lansing Dulles 
was pursuing a doctorate from Radcliffe 
College. While revising her dissertation in 
Paris, she was visited by economists Rob- 
ert Murray Haig and James Harvey Rogers 
of Columbia University. In their conversa- 
tion, reported by Dulles in her memoir, 
Haig and Rogers suggested that they could 
do more with her research notes than she 
could and that she should turn over her 
notes so they could “carry on your work 
as part of our comprehensive project.” 
Dulles refused. 

Anne P. Carter reminisced over her 
experiences entering the profession in 
1945. She remembers that the chair of 
her department at Harvard University, 
H. H. Burbank, welcomed her with the 
statement, “We get a lot of little girls who 
come here with good grades, but they don’t 


last.” Although he apologized for his com- 
ments a few days later, Carter cites many 
instances of unequal treatment—such as 
when she was recruited by Wassily Leon- 
tief to join his Harvard Economic Research 
Project only to learn that her “trailing 
spouse,” who was kindly allowed to join as 
well to make her move possible, was being 
paid $1,000 more a year than was she. 
When confronted, Leontief remarked, “I 
thought you'd like it.” 

Despite the rather long history of gender 
imbalance, unequal treatment and lack of 
equal access, the AEA did not adopt prin- 
ciples disavowing sex discrimination in 
the profession until 1971. At that time, they 
established a committee to collect infor- 
mation on the number of women in eco- 
nomics in colleges and universities in the 
United States and make recommendations 
for affirmative action to address the lack of 
women in the field. Prompted by grassroots 


Caroline F. Ware, 1941. Ware kept her maiden name upon marrying 
economist Gardner Means and was not allowed to fulfill her 
contract for summer teaching at the University of Wyoming 

in 1935 when it was discovered that she was married. 


efforts of the Women’s Caucus, a series of 
resolutions were brought to an all-male 
AEA Executive Committee. According to 
Myra Strober, the opening statement which 
began, “Resolved that the American Eco- 
nomic Association declares that economics 
is not a man’s field,” was amended to insert 
“not exclusively.” The resolutions offered 
were adopted, and the Committee on the 
Status of Women in the Economics Pro- 
fession (CSWEP) was established. Despite 
the committee’s continued existence, the 
gender problem remains. 


When Leahmae Brown graduated with a 
doctorate in economics from the Univer- 
sity of Illinois in 1937, the US economy 
was struggling. She had spent most of her 
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Library of Congress 


President Herbert Hoover signed into law 
The Economy Act of 1932, which contained 
a controversial “married persons clause” that 

remained in place until June 1937. The act 

adversely affected women in government jobs 
throughout much of the Great Depression. 


student years in higher education while 
the economy was in a depression, which 
may explain why her father talked her 
out of her first calling of chemistry. He 
believed she would not be able to find a 
job in that field. 

When Brown took a job as a secretary 
in a law office, her parents were perhaps 
satisfied, but she was not. At the urging of 
the lawyers that she worked for, who saw 
her as a bright and talented young woman, 
she entered college. She went on to earn a 
bachelor’s degree in economics from the 
University of Kansas in 1933, a master’s 
degree from Tufts University in 1935 anda 
doctorate in economics from the Univer- 
sity of Illinois in 1937. 

After graduation, Brown became 
involved in research at Princeton Univer- 
sity, where she met and married Charles F. 
McCoy in 1939. She went on to have four 
children and decided to apply for a teach- 
ing position at the University of Arizona 
in the 1950s. Despite her academic cre- 
dentials and early experience, the depart- 
ment of economics “wouldn’t have her,” 
according to a former colleague. In his 
words, the head of the department “abso- 
lutely refused to have anything to do with 
her.” McCoy instead took a part-time 
teaching job in the marketing department. 

Things eventually changed when 
the economics department launched a 


doctoral program in 1957 and realized that 
“no one in the department was qualified to 
teach in it.” McCoy was then hired. One 
might imagine that her career was much 
improved—and in some ways it was. 

She earned teaching awards and by all 
accounts was a popular professor with 
her students. It took 16 years for her to be 
promoted to full professor. She remained 
the only woman in the economics depart- 
ment during her years at the University of 
Arizona and, according to her daughter, 
her office was “always in the darkest, deep- 
est corner, and she knew it was because 
she was a woman.” Summing up her 
experience as a female faculty member, 
her daughter remarked, “They treated her 
like dirt.” 

The context for women of color was 
full of unique challenges. In the spring of 
1921, at the age of 23, Sadie Tanner Mos- 
sell Alexander earned her doctorate in 
economics—one of three Black women 
to obtain a doctorate by that time, the 
first Black woman to obtain a doctorate 
in economics and the first Black woman 
to get a doctorate from the University of 
Pennsylvania. Unlike her male colleagues 
and despite her outstanding accomplish- 
ments, Alexander found it difficult to find 
employment after completing her degree. 
In her own words, “I did all my gradu- 
ate work in economics and insurance. I 
couldn’t get work anywhere.” As a result, 
she decided to go to law school. 


To Work or to Wed 


When McCoy approached the chair of 
the department she hoped to join, it was, 
of course, a man. In 1948, the AEA pub- 
lished a list of 175 department chairs titled 
“Chairmen or Heads of Departments of 
Economics, Deans of Schools of Busi- 
ness, and Directors of Business Research 
Bureaus and Institutions in Selected Col- 
leges and Universities.” This extensive 
list shows that of the 175 institutions list- 
ing chairs of economics departments, 
only six reported having women chairs 
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in economics. In other words, only 3% of 
those listed were women, and 97% were 
men. The six institutions with women 
department chairs in economics were 
all women’s colleges. Although Viva B. 
Boothe was listed as director of the Bureau 
of Business Research at Ohio State Uni- 
versity, no women chairs were found at 
Ivy League schools, state universities or 
smaller co-educational colleges. This real- 
ity reflected the lack of women faculty out- 
side women’s colleges and the gendered 
nature of the labor market for scholars at 
institutions of higher learning. 

Several subsequent studies have shown 
the benefits of having women managers 
in academic settings on women’s earn- 
ings and the number of women entering 
graduate school, but in the early years 
of the profession, the doors to faculty 
employment were closed for most women, 
and one means of closing the door was 
through the “marriage bar.” 

Most often, those few women who did 
secure positions in research universities 
were disproportionately single and not 
married. Many universities and colleges 
had what historians refer to as marriage 
bars, which prevented married women 
from being hired or, if already employed, 
called for their firing once they married or 
their marriage was discovered. Such was 
the case for Caroline F. Ware, who kept 
her maiden name upon marrying econo- 
mist Gardner Means and was not allowed 
to fulfill her contract for summer teach- 
ing at the University of Wyoming in 1935 
when it was discovered that she was mar- 
ried. When national attention was brought 
to the incident, the university reported 
that the rule was to “spread employment.” 
Unsurprisingly, Ware pointed out that the 
university was an educational institution 
and “not a work-relief organization.” 

Like other universities, the University 
of Wyoming had provisions prohibiting 
the appointment of married women as 
instructors and calling for the dismissal 
of female teachers who marry. According 
to Claudia Goldin, marriage bars arose in 
teaching and clerical work in the late 1800s 


AEA Women Members, 1886-1948 


All doctorates Economics doctorates 


Total number 


Decades of women Number Percent Number Percent 
1886-1899 92 8 9 1 1 
1900-1909 38 12 oy) 7 18 
1910-1919 114 23 20 16 14 
1920-1929 161 5s) 37 42 26 
1930-1939 123 43 35 26 21 
1940-1948 508 139) i 108 Zl 


Source: Data on AEA memberships are taken from the membership lists found in the Publica- 
tions of the American Economic Association, Handbook of the American Economic Association, 
supplements to Economic Studies, Bulletin of the American Economic Association, and Ameri- 
can Economic Review. The source used to identify doctoral degrees for women members is 
ProQuest. 


Women Persisters with Doctorates in Economics 


Number of Total number of Percent women 

doctorates in individual women members with 

Decade economics members economics PhD 
1900-1909 7 38 18 
1910-1919 18 61 30 
1920-1929 48 103 47 
1930-1939 73 155 47 
1940-1948 69 135 ll 


Source: Data on AEA memberships are taken from the membership lists found in the Publica- 
tions of the American Economic Association, Handbook of the American Economic Association, 
supplements to Economic Studies, Bulletin of the American Economic Association, and Ameri- 
can Economic Review. The source used to identify doctoral degrees for women members is 


ProQuest. 


and remained for the first two decades of 
the 2oth century. 

When formal marriage bar policies were 
not in place, informal practices effectively 
prevented women from being hired in 
higher education. In Goldin’s view, women 
who graduated between 1900 and 1920 
were required to choose “family or career.” 

During the 1920s, women began to 
openly challenge views on marriage and 
career. Barbara Solomon notes that edu- 
cated women started to consider another 
choice—marriage and career. These 
changing views were reflected in alumni 
surveys, such as the one conducted by the 


Radcliffe College Alumnae Association on 
the soth anniversary of the college. In this 
survey, 73% of respondents thought that 
women could successfully combine mar- 
riage and a career. Changing views were 
also evident in national surveys like one 
conducted by Fortune magazine in 1936, 
which showed that three-fifths of women 
hoped to marry within one or two years 
of graduation and two-fifths expressed 
the desire to work after marriage. Finally, 
changing views about marriage and career 
were apparent in the public pronounce- 
ments of educational leaders such as Ada 
Comstock, president of Radcliffe College, 


who proclaimed in 1929 that, “We have 
come to see, I believe, that marriage is 
essentially far more compatible with con- 
tinuation of a woman’s career than has 
been assumed.” 

The challenging of existing norms about 
marriage and career for women was, how- 
ever, dealt a blow when unemployment rose 
sharply and the notion of work as a gender- 
based privilege emerged again during the 
Great Depression. The implementation of 
marriage bars rose sharply in the 1930s, 
even finding their way into legislation. 

The Economy Act of 1932, signed into 
law by President Herbert Hoover, con- 
tained a famous provision (Section 213) 
known as the “married persons clause,” 
indicating that whenever personnel reduc- 
tions took place in the Executive Branch of 
the government, “married persons were to 
be the first discharged if their spouse was 
also a government employee.” Controver- 
sial from its inception, the married per- 
sons clause remained in place until June 
1937. Despite the gender-neutral language, 
the administration of the act was certainly 
not gender neutral. 

The act adversely affected women in 
government jobs throughout much of the 
Great Depression, and it was a model for 
state legislation in many instances. In the 
end, differing cultural norms related to 
marriage—reflected in law or practice— 
were only one reflection of the economy 
that made the notion of a “free market” ring 
hollow for women—even those trained in 
the catechism of the free market. $ 


Ann Mari May is a professor of econom- 
ics with courtesy appointments in history 
and women’s studies at the University of 
Nebraska-Lincoln. She was a founding 
member of the International Association 
for Feminist Economics. 


This article was excerpted from Gender 
and the Dismal Science: Women in the 
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by Ann Mari May. Copyright © 2022 Ann 
Mari May. Used by arrangement with the 
publisher. All rights reserved. 


www.MoAF.org | Winter 2023 | FINANCIAL HISTORY 13 


’ i y A History 


a err ¥ 
shaeenitae : 


of Central 
Banking 

in the 
United States 


“It is a fact well understood that 
public Banks have found admission 
and patronage among the principal 
and most enlightened commercial 
nations ... after an experience 
of centuries, there exists not a 
question about their utility in the 
countries in which they have been 
so long established. Theories of 
men and business unite in the 


amy acknowledgement of it.” 
i : —Alexander Hamilton, 
Second Report on Public Credit, 
December 14, 1790 
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By Mark Higgins 


ON DECEMBER 23, 1913, President Wood- 
row Wilson signed the Federal Reserve 
Act into law. Most people believe that 
this marked the birth of the nation’s first 
central bank, but it was, in fact, the third. 
The first two, the First and Second Banks 
of the United States, disappeared when 
their 20-year charters expired in the early 
1800s. The Federal Reserve has endured 
for more than 100 years and has played a 
more important role in the expansion of 
the US economy and stabilization of its 
financial system. 

Despite the importance of central bank- 
ing, public opinion regarding its utility has 
fluctuated over time. In the 21st century, 
skepticism has intensified once again, as 
evidenced by the popularity of move- 
ments such as “End the Fed.” Moreover, 
the very existence of decentralized finance 
and cryptocurrencies reflects growing dis- 
trust of central bankers. 

This brief synopsis of the 232-year his- 
tory of central banking in the United 
States reveals how a central bank protects 
the public from financial perils which can 
only be appreciated when one’s knowl- 
edge of financial history extends beyond 
the bounds of the human lifespan. Many 
financial risks that inspired the return 
of a US central bank in 1913 have faded 
from our collective consciousness, ren- 
dering Americans vulnerable to the false 
perception that the Federal Reserve is no 
longer needed. The lessons from history 
will remind Americans why the Federal 
Reserve exists and why its integrity and 
independence must be maintained. 


Four Functions of a Central Bank 


Before reviewing the history of central 
banking, it is important to first explain the 
primary functions of a central bank. Using 
a modern central bank as a reference, 
these functions include: 


1. Currency Stability—Everyday, Ameri- 
cans conduct billions of financial trans- 
actions denominated in US dollars. The 
value of a dollar is always accepted at 
face value, but this was not always the 
case. In the 1790s, individual banks 


issued proprietary bank notes, which 
customers redeemed for specie (typi- 
cally gold or silver) that was held in the 
issuing bank’s reserves. Although bank 
notes were denominated in dollars, they 
were not necessarily accepted at face 
value by different banks and businesses. 
The value of a US dollar, therefore, 
depended upon the relative strength of 
the bank issuing bank notes. The result 
was an unstable currency. A central 
bank eliminates this problem by issuing 
bank notes that are accepted universally 
at face value. 

2. Bank Regulation—Fractional-reserve 
banking systems face the perennial risks 
of insolvency and illiquidity. Preventing 
reckless banking practices that increase 
these risks requires the construction 
of a well-regulated banking system. A 
central bank is generally regarded as 
the ideal regulatory authority to enforce 
such regulations, and thereby ensure 
that banks employ sound lending prac- 
tices, maintain adequate reserves and 
refrain from committing fraud. 

3. Lender of Last Resort—Fractional- 
reserve banking systems are structurally 
vulnerable to financial panics and bank 
runs. These events can force otherwise 
healthy banks to renege on their prom- 
ise to convert bank deposits into cash 
simply because they lack the liquidity 
to satisfy large, but temporary, with- 
drawals. Central banks play a critical 
role in stopping these crises by serving 
as a lender of last resort. This entails 
expanding the supply of currency and 
providing it to the banking system in 
exchange for less liquid securities until 
the crisis subsides. 

4-Monetary Policy—Finally, a central 
bank governs the monetary policy of 
a nation. The stated mandates vary by 
nation and over time. In 2023, the Fed- 
eral Reserve’s mandate is to balance 
the competing demands of maximum 
employment and price stability. 


The Four Eras of US 
Central Banking, 1791-2023 


The evolution of US central banking can be 
categorized into four distinct eras. It was 


not until the signing of the Federal Reserve 
Act that all four functions of a central bank 
were present in the United States. 


1. The First and Second Bank Era 


“Credit is an entire thing. 
Every part of it has the nicest 
sympathy with every other 
part. Wound one limb and the whole 
tree shrinks and decays.” 


—Alexander Hamilton, January 1795 


The United States ratified the Constitu- 
tion in 1788, but the financial system 
remained in disarray. Both the federal 
and state governments had amassed a 
mountain of unserviceable war debt, and 
many veterans were not even fully paid 
for their service. In 1790, the nation’s 
first Treasury Secretary, Alexander Ham- 
ilton, devised a three-pronged strategy 
to restore the nation’s creditworthiness. 
First, all state and federal debts were con- 
solidated and backed by the full faith and 
credit of the United States. Second, Con- 
gress established new tariffs to provide 
revenue to service the debt. Finally, Con- 
gress approved a 20-year charter for the 
nation’s first central bank, the First Bank 
of the United States. 

The First Bank’s powers were more 
limited in comparison to those afforded to 
the Federal Reserve. The primary objective 
was stabilizing the currency, as constant 
fluctuations in the value of bank notes 
issued by state-chartered banks created 
unnecessary frictions and risks in trade. 
Bank notes issued by the First Bank main- 
tained a uniform value, which was bol- 
stered by its eight bank branches, sizeable 
reserves and stable deposit base. It also 
served as the nation’s fiscal agent and 
provided commercial banking services to 
individuals. 

The First Bank played an important 
role in facilitating strong and stable eco- 
nomic growth in the United States from 
1791 to 1811, yet many politicians failed 
to appreciate its value. Fierce opposition 
from the Democratic-Republican party 
led Congress to reject a bill to renew the 
charter in 1811. Over the next five years, 
the United States experienced persistently 
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high inflation and struggled to raise debt 
to fund the War of 1812. Realizing that 
a central bank was essential, Congress 
approved a 20-year charter for the estab- 
lishment of the Second Bank of the United 
States in 1816. President Nicholas Biddle 
took over as the Bank’s president after the 
Panic of 1819, and the Second Bank once 
again stabilized the nation’s currency. 


2. The Wildcat Banking Era 


. “The bank, Mr. Van Buren, 
o F trying to kill me, but | will 
y ones 
kill it.” 
—President Andrew Jackson, July 1832 


In the run-up to the 1832 election, Presi- 
dent Andrew Jackson expressed hostility 
toward the Second Bank. His animosity 
stemmed from his populist leanings, as 
well as his personal financial history. In 
the early 1800s, Jackson was nearly bank- 
rupted after he accepted a promissory 
note for the sale of his property, and the 
buyer defaulted. This made him skepti- 
cal of any currency other than gold and 
silver coin. Sensing that President Jackson 
posed a threat to the Second Bank, Biddle 
submitted an early request to Congress to 
renew the Second Bank charter in Janu- 
ary 1832. Biddle believed that this would 
force Jackson to either back down from 
his threats or openly voice his opposition 
and lose the election as a result. But Biddle 
miscalculated. Despite gaining approval in 
both Houses of Congress, President Jack- 
son vetoed the bill. 

Contrary to Biddle’s expectations, the 
veto strengthened Jackson’s populist 
appeal, and he easily won a second presi- 
dential term. After taking office, Jackson 
terminated the Second Bank’s contract as 
the government’s fiscal agent and removed 
the government’s deposits. He then dis- 
tributed the funds to state banks across 
the country. The Second Bank’s charter 
officially expired in 1836, but without the 
government’s deposits its power was dra- 
matically reduced by the end of 1833. 

The distribution of the government’s 
deposits initially stimulated the US econ- 
omy, as it increased the reserves of state 
banks, which could then lend more liber- 
ally. This, in turn, drove higher asset prices, 
especially in real estate in the Midwestern 
and Western states. It was only a matter 
of time, however, before prices rose to 


unsustainable levels. Jackson then made 
matters worse by issuing the Specie Circular 
in July 1836, which forbade the use of bank 
notes for the purchase of public lands. This 
triggered a sharp rise in withdrawals of 
gold and silver from banks, forcing many 
to suspend conversion of bank notes. 

Financial conditions worsened after 
Jackson left office, triggering a financial 
crisis known as the Panic of 1837. In 
that year alone, several hundred banks 
failed, and the failure rate worsened in 
the 1840s. Americans referred to the early 
1840s as the “Hard Times,” and the US 
economy contracted to depths previously 
unseen. Similar to the Great Depression 
that occurred nearly 100 years later, bread 
lines, soup kitchens and violent uprisings 
were common in major American cities 
throughout the early 1840s. 


3. The National Banking Era 


“We only ask you to examine 
WIP the history of the times, during 
jaaim the existence of the two Banks 
[First and Second Banks of the United 
States], and compare those times with 
the miserable present.” 


—President Abraham Lincoln, 1843 


The US economy slowly recovered in the 
mid-1840s but only reached escape veloc- 
ity after the discovery of gold at Sutter’s 
Mill in 1848. The gold strengthened the 
balance sheets of the federal government 
and banking system by adding $50 million 
in reserves from 1848-1849, and a total of 
$555 million in reserves over the course 
of the next decade. The expansion was 
interrupted, however, with the outbreak 
of the Civil War in 1861. Soon thereaf- 
ter, currency instability was problematic 
again. Union troops needed to purchase 
equipment and services across state lines, 
and stabilizing the currency was essential 
to ensure operational efficiency. 

The United States did not reintroduce 
a central bank, but it did pass three laws 
that resurrected several of its functions. 
The Legal Tender Act of 1862, the National 
Currency Act of 1863 and the National 
Banking Act of 1864 formed what is now 
referred to as the National Banking Sys- 
tem. Nationally chartered banks were 
authorized to issue bank notes backed by 
Treasury securities, which stabilized the 
value of the currency. 
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The laws also established national bank- 
ing regulations for the first time, which 
were enforced by the Office of the Comp- 
troller of the Currency (OCC). Finally, the 
United States issued “greenbacks,” which 
were the nation’s first fiat currency, as they 
were not initially convertible to a fixed 
amount of gold or silver. The National 
Banking Acts proved absolutely criti- 
cal during the Civil War and for several 
decades thereafter. However, the expansion 
of the US economy at the turn of the 2oth 
century soon rendered them inadequate. 


4. The Federal Reserve Era 


“This is the place to stop 
the trouble, then.” 


—J. Pierpont Morgan, October 22, 1907 


On April 18, 1906, residents of San Fran- 
cisco were jolted awake by a massive 
earthquake. Within days, a large percent- 
age of the city was either leveled by the 
quake or destroyed by fire. The earthquake 
also triggered a financial chain reaction 
that slowly made its way to New York 
City. By October 1907, the combination of 
bank withdrawals to fund reconstruction 
in San Francisco and the typical pres- 
sure of the agricultural financing cycle 
rendered New York City banks and trusts 
highly vulnerable to panic. 

In mid-October, the panic arrived when 
an amateur stock operator, Otto Heinze, 
attempted to corner the stock of United 
Copper. After his scheme failed, Heinze 
defaulted on his loans, forcing several 
brokerage firms into bankruptcy. With 
liquidity tight, the failure of the brokerage 
firms triggered an all-out run on the bank- 
ing system. If not for the heroic effort of 
J. Pierpont Morgan to rally support from 
the largest national banks and trust com- 
panies, the entire financial system would 
have collapsed. 

The Panic of 1907 inspired several key 
reforms, but it took six years before Con- 
gress and President Woodrow Wilson 
concluded that re-establishing a cen- 
tral bank was essential. Frustrated by 
the delays, Senator Nelson W. Aldrich 
lamented, “Something has got to be done. 
We may not always have Pierpont Morgan 
with us to meet a banking crisis.” 

The opposition eventually relented, 
and Wilson signed the Federal Reserve 


Act into law on December 23, 1913. In 
November 1914, the system was up and 
running, and for the first time in history, 
the United States had a fully functional 
central bank. Currency stability was main- 
tained by the issuance of Federal Reserve 
notes. Bank regulation was strengthened 
by the Fed’s new powers to examine and 
demand adjustments to banking practices. 
The Federal Reserve became the first US 
central bank to have the power to serve 
as a lender of last resort. Finally, the Fed 
gained the power to manage monetary 
policy by engaging in open market opera- 
tions to adjust prevailing interest rates. 


Wisdom from Failure 


“Let me end my talk by abusing 
slightly my status as an official 
representative of the Federal 
Reserve. | would like to say to Milton 
[Friedman] and Anna_ [Schwartz]: 
Regarding the Great Depression. You’re 
right, we did it. We're very sorry. But 
thanks to you, we won't do it again.” 


—Ben Bernanke, Former Chairman of the 
Federal Reserve, November 8, 2002 


“,,.the Federal Reserve System 

had the power to abort the 

inflation at its incipient stage 15 
years ago or at any later point, and it 
has the power to end it today... It did 
not do so because the Federal Reserve 
was itself caught up in the philosophic 
and political currents that were trans- 
forming American life and culture.” 


—Arthur Burns, Former Chairman of the 
Federal Reserve, September 30, 1979 


Since its establishment in 1913, the Fed- 
eral Reserve has prevented many financial 
shocks from spiraling into devastating 
financial crises. But the Federal Reserve 
has also made many mistakes. Most had 
consequences that were containable, but 
two failures stand out. The first was the 
Great Depression in the 1930s, and the 
second was the Great Inflation in the 
1970s. With respect to the first error, the 
Fed’s actions in the early 1930s did not 
cause the Great Depression, but they did 
cause it to deepen unnecessarily. The big- 
gest mistake was standing by idly while 
the banking system collapsed after several 
waves of bank runs. 


Confidence in the banking system was 
restored after President Franklin D. Roos- 
evelt declared a national bank holiday (see 
article, page 18) and then slowly reopened 
banks in March 1933. The most impor- 
tant lesson from the Great Depression 
was that preserving the integrity of the 
banking system—even when bank execu- 
tives are unworthy of support—is critical 
to preventing catastrophic depressions. 
This lesson was applied during the Global 
Financial Crisis in 2008 and 2009, and it 
explains why the US unemployment rate 
topped out at 10% in 2009 rather than 25% 
like it did during the Great Depression. 

The Fed’s second greatest failure 
occurred in the late 1960s and 1970s. Under 
pressure from politicians, and impaired by 
an inaccurate understanding of the Phillips 
curve and natural rate of unemployment, 
the Fed allowed inflation to remain at 
elevated levels for too long. Once higher 
inflation expectations became entrenched 
in the American psyche, stagflation set in 
and Americans suffered from both high 
inflation and high unemployment. Chair- 
man Paul Volcker ended the scourge of 
stagflation by enacting draconian mon- 
etary policies which caused a brutal reces- 
sion from 1981 to 1982. The key lesson from 
this experience was that taming inflation 
early and aggressively is essential to eco- 
nomic prosperity. 

The lessons from the Great Depression 
and Great Inflation proved critical over 
the past three years. First, in March 2020, 
the Fed acted quickly to provide liquidity 
to the financial system after a large por- 
tion of the economy suddenly shut down 
during the first year of the COVID-19 
pandemic. This enabled the United States 
to avoid a repetition of the Great Depres- 
sion. Then, in early 2022, the Fed began 
tightening monetary policy aggressively to 
end post-COVID-19 inflation. This effort 
remains in progress, but lessons from the 
painful experience of the 1970s will likely 
prevent the Federal Reserve from end- 
ing the tightening cycle prematurely and 
inviting a repetition of the Great Inflation. 


What Lies Ahead? 


In his recent book, 21st Century Monetary 
Policy, Former Federal Reserve Chairman 
Ben Bernanke presents multiple challenges 
that central bankers must overcome in 
the decades to come. Some are technical, 
such as managing monetary policy amid 


secular stagnation and a low natural rate 
of interest. But one challenge that is eas- 
ily understandable is the growing threat 
to the Fed’s independence. Such threats 
come from both extremes of the polliti- 
cal spectrum. Examples have included 
presidential attempts to influence FOMC 
decisions, proposed legislation to “audit” 
Fed monetary policy decisions and even 
legislation to restrict the Fed’s lender of 
last resort powers. 

The United States has an exceptional 
economic track record, but one weak- 
ness is the tendency of politicians to yield 
to pressure to knock down walls with- 
out checking first to see if they are load 
bearing. History demonstrates that the 
presence of an independent central bank 
is essential to US economic prosperity. 
That does not mean the Fed is infallible. 
Over the past 108 years, the Fed has made 
many errors, with the most notable ones 
contributing to the Great Depression and 
Great Inflation. Fortunately, the Federal 
Reserve has learned from these errors and 
adjusted its tactics accordingly. Despite 
the imperfections of the Federal Reserve 
System, it continues to play a critical role 
in the economic success and financial sta- 
bility of the United States. $ 


Mark Higgins, CFA, CFP® is a seasoned 
investment advisor with more than a 
dozen years of experience serving large 
institutional investors, such as endow- 
ments, foundations, public pension plans, 
and corporate operating reserves. He is 
also an avid financial historian and is 
publishing a book on the full history of 
the US financial system with Greenleaf 
Book Group in 2023. 
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By Michael A. Martorelli 


THE AVERAGE AMERICAN will probably 
not pause to note the significance of the 
date March 6, 2023. Media outlets will 
probably not highlight the fact that it is 
the anniversary of a unique event in the 
country’s history. And the customers of 
Bank of America, Citibank, Wells Fargo 
and other banks will engage in multiple 
transactions with those institutions with- 
out a second thought. Nevertheless, it is 
worth noting that on that date 90 years 
ago, newly inaugurated President Franklin 


President Franking D. Roosevelt broadcasts 
his first fireside chat regarding the 
banking crisis on March 12, 1933. 


D. Roosevelt ordered the nation’s 21,000 
banks to take a four day “holiday” in 
order to halt the stampede of withdraw- 
als that threatened to bankrupt the entire 
banking system. Despite all the problems 
our country has experienced since 1933, 
no government official has ever needed 
to take a similar action. Almost a century 
after it occurred, the story of that unprec- 
edented and all-but-forgotten episode still 
makes compelling reading. 

President Herbert Hoover was not 
totally off base in October 1931 when he 
asserted that the nation’s most serious 
financial problem was the banking system’s 
inability to provide credit. In 1920, there 
had been about 31,000 banks in the United 
States. Throughout the mid-1920s, many 
suffered the lingering effects of depressed 
livestock and produce prices in farming 
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communities. At the end of that decade, 
others became victims of the deteriorating 
business conditions experienced in parts of 
industrial America. The great majority of 
banks operated out of only one office and 
served customers in only one community. 
So they were particularly vulnerable to any 
disruption in the economic health of one 
particular geographic area. Throughout 
the early 1930s, most were experiencing 
increases in loan losses, decreases in the 
value of investment securities and shrink- 
ing deposit bases. There were 3,643 bank 
failures in the first two years of that new 
decade—more than in the last five years of 
the 1920s combined. 

In the initial stages of the Great Depres- 
sion, bank executives regarded the lack of 
demand for credit as more problematic 
than their inability or unwillingness to 


City of Allentown, PA official photograph 


| ALLENTOWN BANKS 
Are Ready For Business As Usual 
UNDER GOVERNMENT LICENSE 


‘The Secretary of the United States Treasury and the Secretary 
of Banking of Pennsylvania have authorized us to open our 
doors for the resumption of every banking function. 
Allentown is proud of the way in which its people 
cooperated with our courageous President during 
the recent bank holiday. Their patience during this 
period of inconvenience has been commendable. 


We Can Accept Your Deposits Today © 


The use of Checks in the conduct of 
normal business is not restricted. 


BUSINESS IN ALL OTHER DEPARTMENTS 
WILL BE RESUMED 


With confidence restored and with fear banished 
let all return with new vigor to the orderly trans- 
action of business. 


Allentown National Bank Lehigh Valley Trust Co. | 
Second National Bank Merchants’ National Bank 


Notice issued by the banks of Allentown, 
Pennsylvania, on March 13, 1933, announcing 
the end of the federal bank holiday. 


extend it. In November 1931, a small group 
of them provided only 30% of the $500 mil- 
lion in capital President Hoover requested 
to fund the National Credit Corporation 
(NCC), a voluntary affiliate of the New 
York Clearing House Association. The 
President expected the NCC to lend those 
funds to weakly capitalized state banks 
that could not access the Federal Reserve’s 
lending facility. However, that organiza- 
tion proved totally inadequate to the task 
of buttressing the banking system. 

Therefore, in January 1932, the Presi- 
dent signed the act creating the Recon- 
struction Finance Corporation (RFC), a 
new government agency authorized to loan 
money primarily to banks and other finan- 
cial institutions so they could then extend 
more credit to the nation’s businessmen, 
farmers and consumers. During the next 
six months, the RFC loaned more than $1 
billion to more than 4,000 borrowers. It 
did indeed help many banks become more 
solvent. Nevertheless, banking panics that 
had become self-fulfilling causes of many 
failures in the past continued to occur. 

On October 31, Governor Fred B. Bal- 
zar of Nevada declared a moratorium on 
all banking activities in the state for the 
next 12 days. He hoped that declaring 
what would prove to be the first of many 
state-imposed banking holidays would 
give those institutions time to arrange for 
infusions of capital sufficient to meet the 
growing demands for withdrawals that 
were threatening the stability of the state’s 
financial system. 


Scrip currency issued in Chico, California during the 1933 bank holiday. 


Nevada’s banks had borrowed more 
than $5 million from the RFC during 
the preceding months. But the value of 
their loans and investment securities had 
continued to decline, making it almost 
impossible for them to meet all deposi- 
tors’ demands for withdrawals. The RFC 
rejected a last-minute attempt to borrow 
another $2 million, forcing the gover- 
nor to take his unprecedented action. He 
ended that official holiday in mid-Decem- 
ber when the state and national banking 
authorities took control of the 12-unit 
Wingfield chain that held Nevada’s public 
funds and served as the financial nerve 
center of the state. 

Nevada’s banking crisis did not have a 
significant impact on the national econ- 
omy. But the episode exposed the dif- 
ficulties state officials faced when trying 
to cope with a financial problem too big 
for them to manage. In the opening weeks 
of 1933, bankers in several other states 
declared isolated banking holidays and/or 
placed restrictions on depositors’ freedom 
to withdraw their funds. Those actions 
did not directly impact most Americans’ 
pocketbooks. But people stood up and 
took notice in mid-February when Michi- 
gan’s governor closed his state’s banks, 
initially for only eight days. 

The auto manufacturers in Detroit had 
been particularly hard-hit by the depression; 
so too had the banks in that one-industry 
town. Two banks in particular, Guardian 
Group and Detroit Bankers Company, were 
also suffering from their illiquid real estate 


investments and declining securities port- 
folios. On February 6, Guardian requested 
a $50 million loan from the RFC. But the 
agency's board was concerned about the 
lack of adequate collateral. 

Secretary of Commerce Roy D. Chapin 
and Undersecretary of the Treasury 
Arthur A. Ballantine developed a plan for 
the RFC to lend Guardian $37.7 million, 
providing that Ford Motor Company’s 
Henry Ford would agree to subordinate 
his firm’s deposits of $7.5 million in the 
flagship unit of that bank. Not only did he 
refuse, but he also threatened to remove 
his $25 million from Detroit Bankers’ 
flagship unit if the government permit- 
ted Guardian Group to fail. The day after 
the February 13 observance of Abraham 
Lincoln’s Birthday, Governor William A. 
Comstock closed all of Michigan’s banks. 

The need to take this drastic action in an 
important industrial center set off alarm 
bells in a way that the actions in Nevada 
and isolated communities had not. Dur- 
ing the next few weeks, bankers or legisla- 
tures in three dozen other states declared 
moratoriums, holidays or restrictions on 
withdrawals. Many people were reading a 
continuing litany of newspaper stories of 
various states’ banking difficulties; others 
were following accounts of the US Sen- 
ate’s investigation of the shameful and 
dishonorable business practices of many 
bankers; more than a few began to doubt 
the soundness of their own banks. Nation- 
wide, depositors acted in their own best 
interests by withdrawing unprecedented 
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amounts of cash from their banks. The 
amount of currency held by the public 
rose from an average of $5.36 billion in the 
six weeks ending on February 8 to $7.25 
billion in the week ending on March 8. 
Federal Reserve officials in New York also 
expressed their alarm over many foreign- 
ers’ requests to withdraw funds from their 
US bank accounts—and to demand those 
funds be paid in gold, not currency. 

On Friday, March 3, President Hoover’s 
last day in office, banks in most states were 
either closed or restricting depositors’ access 
to their funds. Many of his advisors were rec- 
ommending the outgoing President declare 
a nationwide banking holiday. But since 
election day 1932, the defeated incumbent 
had refused to take any action to address the 
spreading problems in the banking system 
without first receiving the public endorse- 
ment of President-Elect Franklin D. Roos- 
evelt. But FDR continued to assert that he 
had no authority to give that endorsement. 
He also had no desire to help his vanquished 
opponent. That night, in an unusual exam- 
ple of bipartisanship, President Hoover’s 
economic team worked closely with the 
incoming President’s key economic advisors 
to persuade the governors of New York and 
Illinois to declare banking holidays before 
dawn on Saturday. Doing so prevented 
particularly damaging runs of both local 
depositors and out-of-town correspondent 
banks and corporations on those important 
money-center institutions. 

On Saturday, March 4, FDR was sworn 
in as the 32nd President of the United 
States. Despite his public reticence on the 
subject, the new President proved quite 
willing to declare a national emergency 
and a banking holiday. He did so at 1:00 
am on Monday, March 6, using Procla- 
mation 2039 to order the suspension of 
all banking transactions in the country for 
the next four days. He cited the Trading 
with the Enemy Act of 1917 as his author- 
ity for taking that action. The President 
cited “unwarranted withdrawals of gold 
and currency” and “extensive speculative 
activity abroad” as specific reasons for 
declaring a banking holiday. He ended 
his proclamation by also indicating that 
it was “in the best interests of the all bank 
depositors” to create “a period of respite... 
permitting the application of appropriate 
measures to protect the interests of our 
people.” That same day, the new President 
called Congress into a Special Session to 
begin on Thursday, March 9. 


FEDERAL RESERVE BANK 


OF 
ST. LOUIS 


March 9, 1933. 


PRESIDENT’S PROCLAMATION 


To All Banks in District No. 8: 


Following is the text of the proclamation signed by the President of the 
United States tonight: 


“Whereas on March 6, 1933, I, Franklin D. Roosevelt, President of the 
United States of America, by proclamation declared the existence of a National 
emergency and proclaimed a bank holiday extending from Monday the 6th 
day of March to Thursday the 9th day of March, 1933, both dates inclusive, 
in order to prevent the export, hoarding or earmarking of gold or silver coin, 
or bullion or currency, or speculation in foreign exchange; and 


“Whereas, under the Act of March 9, 1933, all proclamations heretofore 
or hereafter issued by the President pursuant to the authority conferred by 
Section 5 (B) of the Act of October 6, 1917, as amended, are approved and 
confirmed ; and 


“Whereas, said National emergency still continues, and it is necessary 
to take further measures extending beyond March 9, 1933, in order to accom- 
plish such purposes; 


Now, therefore, I, Franklin D. Roosevelt, President of the United States 
of America, in view of such continuing National emergency and by virtue 
of the authority vested in me by Section 5 (B) of the Act of October 6, 1917 
(40 Stat L 411) as amended by the Act of March 9, 1933, do hereby proclaim, 
order, direct and declare that all the terms and provisions of said proclama- 
tion of March 6, 1933, and the regulations and orders issued thereunder are 
hereby continued in full force and effect until further proclamation by the 


President. 


In witness whereof I have hereunto set my hand and have caused the 


seal of the United States to be affixed. 


Done in the District of Columbia this 9th day of March in the year of our 
Lord One Thousand Nine Hundred and Thirty-three, 
(SEAL) and of Independence of the United States the One Hun- 

dred and Fiity-seventh. 


By the President: 
CORDELL HULL 
Secretary oi State. 


FRANKLIN D. ROOSEVELT 


Respectiully, 
WM. McC. MARTIN, 


Governor. 


Notice of the “President's Proclamation’ regarding the federal bank holiday, issued on 
March 9, 1933 by the Federal Reserve Bank of St. Louis to all of the District 8 banks. 


The banking holiday certainly disrupted 
the flow of business across the economy. 
But it also seemed to comfort those who 
had been fearing more bank closures and 
a general financial meltdown. At a press 
conference on March 8, the President 
assured reporters his administration was 
well on its way to developing policies to 
address the financial problems while also 
stopping some of the “nameless, unrea- 
soning, unjustified terror” he had cited in 
his inaugural address. 

Most merchants adapted to the holiday 
by extending credit and accepting per- 
sonal checks they could not immediately 
present for cash. Many accepted unusual 
items such as scrip and streetcar tokens. 
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The prohibition on conducting banking 
was not total. Under the terms of a nota- 
ble provision in the March 6 proclama- 
tion, the Secretary of the Treasury allowed 
access to safety deposit boxes, permitted 
savings banks to honor withdrawals of 
up to $10 to meet urgent personal needs 
and allowed national and state banks to 
conduct normal activities they considered 
“absolutely essential to meet the needs of 
their community.” 

In limiting the banking holiday to just 
four days, FDR knew he was putting pres- 
sure on his advisors to quickly develop 
a credible plan for both re-opening the 
banks and stopping the flood of with- 
drawals. In yet another unusual show of 


Federal Reserve Bank of St. Louis 


cooperation, President Hoover’s Secretary 
of the Treasury Ogden L. Mills and his 
economic team remained at their posts to 
help FDR’s Treasury Secretary-Designee 
William H. Woodin and his team craft 
what they believed to be the appropri- 
ate policies. After considering numerous 
suggestions from a range of people with 
different agendas, the group developed a 
proposal for the President to offer Con- 
gress on the afternoon of March 9. An 
accompanying message from President 
Roosevelt urged the legislators to approve 
the bill quickly. His Emergency Banking 
Act had five titles: 


Title I retroactively certified FDR’s 
authority under the Trading with the 
Enemy Act to declare the banking 
holiday. It also amended the Federal 
Reserve Act to give the President the 
authority to work with the Secre- 
tary of the Treasury and the Federal 
Reserve System to regulate various 
activities of the banking system in 
time of a national emergency. 


Title II was labeled the Bank Conser- 
vation Act. It empowered the Comp- 
troller of the Currency to exam- 
ine the condition of all banks, and 
to establish the procedures under 
which sound ones would be allowed 
to resume their normal activities. 
It also described the nature of the 
conservators the Comptroller would 
be authorized to appoint to oversee 
the activities of banks not considered 
sound enough to re-open. 


Title III authorized national banks 
to sell preferred stock to the public. 
Moreover, it authorized the Recon- 
struction Finance Corporation to 
purchase such stock in any bank 
needing funds to revitalize its capital 
structure. 


Title IV broadened the Federal 
Reserve Act by permitting Reserve 
banks to issue a new type of emer- 
gency currency (Federal Reserve 
bank notes) in virtually unlimited 
quantity to any financially sound 
bank suffering an unsustainable run 
on its deposits. 


Title V appropriated $2 million to 
carry out the act. 


The Senate debated the bill for less than 
seven hours before passing it on a 73 to 7 
vote. The House of Representatives acted 
even more quickly, approving the bill on a 
voice vote after considering it for less than 
two hours. The President signed it into 
law at 8:30 that night. Two hours later, 
he extended the banking holiday until 
further notice. The next day, he issued a 
press release stating that the banks found 
to be sound after their examination by the 
Comptroller of the Currency would be re- 
opening in stages from March 13 through 
March 15. On March u, the President 
announced his intention to give a radio 
address about the banking situation on the 
night of March 12. 

From a distance of 90 years, it is hard 
to fully appreciate the positive impact of 
the President’s 13-minute Sunday night 
address. In common everyday language, 
he told his audience of more than 60 
million listeners (roughly half the coun- 
try’s population) that conditions would be 
better within a very short time. Without 
explaining the details of any regulatory 
examination process, he assured them 
that banks found to be sound would be re- 
opening as early as a few days hence. He 
also noted the imminent availability of $2 
billion worth of the new Federal Reserve 
bank notes that any sound bank could use 
to supplement its own resources and grant 
customers’ requests for withdrawals. It 
was not a formal speech about far-reaching 
policy programs but a conversation about 
a temporary banking abnormality and the 
government’s actions to straighten it out. 
Even more importantly, it was a heartfelt 
expression of the President’s confidence 
in the ability of the American people to 
banish their fear about the situation and 
do their part to overcome the banking 
system’s difficulties. 

The public rather quickly demonstrated 
their confidence in the President’s actions. 
They returned about two-thirds of the 
extra cash they had recently withdrawn 
from their banks. And they flooded the 
White House with more than 450,000 
letters thanking the President for his 
description of the problem and expressing 
their confidence in his plans for address- 
ing it. Conditions in the industry appeared 
to justify that confidence. 

Behind the scenes, banking authori- 
ties at the federal and state levels were 
quite aware that they had neither the time 
nor the resources to effectively examine 


more than 20,000 institutions to assess 
their soundness. But they used previous 
examination reports, the knowledge of 
banking superintendents and persuasive 
arguments from local politicians to permit 
more than 13,000 banks with about 90% 
of the country’s deposits to re-open on 
schedule. The RFC aided many banks’ sol- 
vency with loans and investments exceed- 
ing $480 million. And the $2 billion worth 
of new Federal Reserve bank notes were 
generally not needed because confident 
consumers no longer overwhelmed their 
banks with requests for large withdrawals. 

The President and Congress were not 
finished with legislative and administra- 
tive actions to correct some of the prob- 
lematic aspects of the banking industry; 
and the Great Depression was not even 
close to ending. But the crisis that threat- 
ened the very idea of having a free-market 
system of competition for such an impor- 
tant part of the economy was over. Histo- 
rians still marvel at the ability of the new 
President to persuade Congress to quickly 
take important remedial actions and to 
assuage the public’s concerns about the 
health of the banking industry. $ 


Michael A. Martorelli is a Director 
Emeritus at Fairmount Partners and a 
frequent contributor to Financial His- 
tory. He earned his MA in History from 
American Military University. 
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By James Russell Kelly 


IN HIS 1984 ADDRESS commemorating the 
5oth anniversary of Security Analysis by 
Benjamin Graham and David Dodd, War- 
ren Buffett cited the performance records 
of seven extraordinary value investors. 
One of them was Bill Ruane, the founder 
of the Sequoia Fund. Buffett commented: 


After getting out of Harvard Business 
School, [Ruane] went to Wall Street. 
Then he realized that he needed to get 
a real business education, so he came 
up to take Ben’s course at Columbia, 
where we met in 1951. Bill’s record 
from 1951 to 1970, working with rela- 
tively small sums, was far better than 
average. When I wound up the Buf- 
fett partnership, I asked Bill if he 


Bill Ruane speaking to members 
of the Buffett Group on the 
Queen Flizabeth 2 cruise ship, 1983. 


BILL RUANE 


A Superinvestor 


} 


would set up a fund to handle all our 
partners, so he set up the Sequoia 
Fund. He set it up at a terrible time, 
just when I was quitting. He went 
right into the two-tier market and all 
the difficulties that made for compar- 
ative performance for value investors. 
I am happy to say that my partners, 
to an amazing degree, not only stayed 
with him but added money, with the 
happy result shown here. (1970-1984 
compound annual return: Sequoia 
Fund +17.2%, S&Ps500 Index +10%) 


Ruane’s success in managing the Sequoia 
Fund over many decades is legendary, but 
it is only a part of his life story. 


Personal History 


William J. Ruane was born on October 24, 
1925 in Chicago and grew up in Oak Park, 
Illinois, a middle-class suburb just west 
of the city. His father, Thomas, and his 
mother, Martha Kraemer, were first-gen- 
eration Americans. Their own parents had 
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immigrated from Ireland and Germany, 
respectively. Thomas was very good at 
math. He was a highly productive banker 
at a local bank, but his advancement was 
blocked due to his Catholic faith. He quit 
and established a small express delivery 
company with three trucks serving local 
businesses on the south side of Chicago. 
Bill’s younger sister, Pat, born in 1930, 
remembers that their parents never argued 
with each other or scolded them, provid- 
ing a very stable family environment. “Bill 
was very close to his father, who always 
emphasized the importance of honesty.” 
After graduating from St. Mel’s, a Chris- 
tian Brothers high school in Chicago, 
Ruane enrolled in the University of Min- 
nesota and graduated cum laude in 1945 
with a degree in electrical engineering. He 
joined the US Navy and was deployed to 
Hawaii to participate in Operation Down- 
fall, the planned invasion of Japan, which 
was cancelled when Japan surrendered in 
September 1945. He remained on active 
duty until he was discharged in 1947 as 


Courtesy of Paige Ruane 


a Lieutenant, JG. Ruane then joined the 
training program at General Electric but 
quickly realized that he did not enjoy 
working as an engineer. He shifted direc- 
tion and enrolled in Harvard Business 
School, with tuition paid by the GI Bill. 


Harvard Business School 
(1947-49) 


The Harvard Business School graduat- 
ing class of 1949 was renowned for the 
number of business leaders it produced. 
In 1999, Forbes commemorated the 5oth 
anniversary of the class; in addition to 
Ruane, it included: 


e Jim Burke, who built Johnson & John- 
son into a corporate empire with bold 
new marketing strategies; 


¢ Tom Murphy, founder of Capital Cities 
Broadcasting, who took a small, failing 
TV station in Albany and grew it into 
ABC/Cap Cities, which was later bought 
by Disney; 

e Marvin Traub, who developed 
Bloomingdale’s into a nationwide chain 
of 14 stores: “We developed the store as 
a cool place to be, somewhere to cruise 
on Saturday;” and 


e Peter McCullough, who took a small 
and struggling company named Haloid 
and turned it into the legendary Xerox 
Corporation. 


Networking was an important element 
of their success. After graduation, they 
hung together. “Five of us rented an apart- 
ment,” Ruane recalled for Forbes in 1999, 
“a brownstone right off Fifth Avenue, 
$300 a month. Many of the hundred or 
so ‘49ers in New York would come over 
on Saturday night with their girlfriends.” 
Over time, many of them married and 
lifelong friendships ensued. 

Bill married Elizabeth (Libba) Greiner 
in 1956. They had two children, William, 
Jr. and Elizabeth (Lili). Their marriage 
ended in divorce in 1967. Two years later, 
he married Joyce (Joy) Merbach. They had 
two children, Paige and Thomas. The fam- 
ily lived in Manhattan and spent week- 
ends at their farm in rural Connecticut. 


Kidder, Peabody & Co. 
(1950-69) 


After graduation from Harvard Business 
School, Ruane joined Kidder, Peabody & 


Bill Ruane with his daughter, Paige, in 1976. 


Co., led by Albert Gordon, a legendary 
investment banker and fellow Harvard 
graduate who, after the Crash of 1929, 
rebuilt the firm into a powerful invest- 
ment bank. 

In his early days at Kidder, Peabody, 
Ruane met Rick Cunniff, with whom he 
would eventually co-found the Ruane, 
Cunniff & Stires investment firm. He also 
met Jim Kelly, the author’s father, who 
was Kidder, Peabody’s industrial stock 
trader. They collaborated on a regular 
basis over 19 years in the execution of 
trading orders for Ruane’s clients, and 
Kelly praised him as a great guy and a role 
model worthy of emulation. 

In 1951, Ruane met Buffett when they 
were both enrolled in Graham’s security 
analysis course at Columbia. In an inter- 
view for this article, Buffett remembers 
that Ruane was originally a proponent of 
Philip Fisher’s growth stock philosophy, 
but embraced Graham’s value ideology 
when he faced adversity in the stock mar- 
ket. Buffett noted that Ruane worked with 
Ned Goodnow, another brilliant investor 
and decorated WWII and Korean War 
veteran, who founded his own investment 
fund, Goodnow, Gray & Co. in 1969. 

Ruane and Buffett became lifelong 
friends. Buffett recalls, “He was my 


buddy.” Ruane’s daughter, Lili, recollects 
that “he spoke on the phone with War- 
ren Buffett every day.” Paige remembers 
being a child at home listening to her 
father’s high-spirited laughter on the 
phone whenever he spoke with him. They 
also met for combined business/vacation 
trips at different locations each year, along 
with other friends who comprised the Buf- 
fett Group. 

Over his 19 years at Kidder, Peabody, 
Ruane built up a very successful business 
advising clients and managing funds on 
their behalf. In recommending him to 
manage the Buffett Partnership clients’ 
money, Buffett noted, “I have had consid- 
erable opportunity to observe his qualities 
of character, temperament and intellect... 
and I consider Bill to be an exceptionally 
high probability decision on character 
and a high probability one on investment 
performance.” 


Ruane, Cunniff & Stires 


Ruane had been thinking about starting 
his own firm as his success grew over time. 
By 1969, he was ready to act, encouraged 
by the prospect of attracting many of the 
Buffett Partnership’s members as custom- 
ers. Cunniff was also enthusiastic about 
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the idea. He had also built an excellent 
track record managing money and was 
ready for a new challenge. They formed 
Ruane, Cunniff & Stires, Inc. and pur- 
chased a seat on the New York Stock 
Exchange for the highest price to date, just 
as the stock market was peaking and Buf- 
fett was exiting. 

Cunniff was an ideal partner for Ruane. 
On the one hand, they shared a similar 
background. Cunniff also served as a US 
Navy officer during WWII and attended 
Harvard Business School funded by the 
GI Bill. He enrolled at Colgate University 
in 1941, just as the United States entered 
WWIL. The Navy dramatically increased its 
presence at Colgate and other universities 
to train new officers to join the war effort. 
He was commissioned as an ensign and 
stationed in the Pacific theater. He fought 
in some of the most intense naval battles 
of the war, including Leyte Gulf in 1944, 
as well as Lingayen Gulf and Okinawa in 
1945. His New York Times obituary states 
that “in later years Rick would occasionally 
remark that no stock market disturbance 
could compare to being 21 years old on the 
deck as commander of a small boat (Land- 
ing Craft 451) surrounded by enemy ships 
and kamikaze planes, taking fire.” 

Cunniff was also an ideal partner for 
Ruane because he was very different. He 
was reserved, analytical, politically conser- 
vative and a lifelong student of history and 
business. Ruane, on the other hand, was 
very gregarious and liberal in his politi- 
cal views. The best partnerships are often 
based on different, but complementary 
perspectives. 

Another member of the Cunniff fam- 
ily became a very influential partner in 
later years. Rick’s eldest daughter, Car- 
ley, joined the firm in 1983, after having 
graduated from Harvard Business School 
and working in several investment banks. 
According to Paul Lountzis, her friend 
and colleague at the firm, “Carley was a 
brilliant financial analyst who was the 
heart and soul of the firm, yet never 
sought the limelight... She combined her 
financial prowess with deeply understand- 
ing all aspects of a business and she did 
it with humor and her special wit that 
made it so fun to learn from her and be 
with her.” Carley served as executive vice 
president and director of both the firm 
and the Sequoia Fund. She passed away 
prematurely in 2005, the same year as did 
Bill Ruane. 


Sidney Stires, another Harvard gradu- 
ate who worked at Kidder, Peabody with 
Ruane as a research analyst, was also a 
partner. He was a gifted musician whose 
grandparents were composer Sidney 
Homer and his wife, contralto Louise 
Homer. In 2004, Robert Goldfarb, a long- 
time senior analyst and portfolio manager 
at the firm, became president and the 
name of the company was changed to 
Ruane, Cunniff & Goldfarb. 


Sequoia Fund 


In 1970, Ruane and Cunniff set up the 
Sequoia Fund to manage the money 
received from Buffett’s partners. The fund 
struggled to survive in its early years, 
underperforming for the first three years 
as investors embraced a “Nifty Fifty” 
group of growth stocks such as Polaroid, 
Eastman Kodak and Avon. The fund then 
lost 24% in 1973 and another 16% in 1974 
during a vicious bear market. 

This was a very challenging time for 
Ruane. He had invested all his capital in 
the firm. “We were flat broke with maybe 
a thousand dollars,” recalls his daughter, 
Lili. He was forced to sell off some of the 
hundred acres of farmland he owned in 
Connecticut to provide for his family and 
to keep the company going. Ruane wrote 
to his shareholders, “It is entirely possible 
that you have the dubious distinction of 
being a stockholder in a fund which has 
the lowest average price-earnings ratio in 
the country.” 

By the end of 1974, the “Nifty Fifty” 
bubble collapsed and the stock market 
started to recover. The Sequoia Fund’s 
portfolio of extremely cheap value stocks 
soared 60% in 1975 and another 72% in 
1976. It never looked back after that, out- 
performing the market over the next 25 
years. From 1970 through 2001, the fund 
was the best-performing mutual fund, 
appreciating 17% on an annual basis. 

This extraordinary performance can be 
explained by several factors. First, both 
Ruane and Cunniff adhered to Graham’s 
principles of investment: 


e A stockholder is a partial owner of a 
business 


e Each business has an intrinsic value 
which can be estimated by disciplined 
financial analysis 


¢ Invest only with a margin of safety rela- 
tive to the intrinsic value 
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Second, Ruane’s method of investing 
was another factor in the firm’s success. 
Tom Russo, founder of Gardner, Russo & 
Quinn and an analyst at Ruane, Cunniff 
from 1984-88, recalls that Ruane always 
invested in a highly concentrated portfolio 
of approximately 10 stocks and held for 
the long term. One example was Buffett’s 
Berkshire Hathaway, which appreciated 
over time to represent 30% of the fund’s 
portfolio. Ruane also focused on the unit 
economics of a business: for example, the 
profit per Duracell battery. 

Third, Ruane’s leadership style spelled 
success. Terence Pare, an analyst at Ruane, 
Cunniff for 20 years until his recent retire- 
ment, remembers Ruane’s charismatic 
personality: “Whenever he walked into the 
room, everyone perked up.” He also liked 
to interact with friends and colleagues in 
a playful way, including pranks. Russo 
recalls that in 1986, Bob Malott, a share- 
holder of the Sequoia Fund and chairman 
of FMC Corporation, delivered a bogus 
subpoena to Ruane, Cunniff & Co, Inc. 
and its management, citing, “Defendants 
are guilty of wasting corporate assets, 
through acts which include but are not 
limited to yacht outings by Board Mem- 
bers and assorted female companions, and 
lavish parties at corporate headquarters 
involving alcoholic beverages, gourmet 
fare and high priced professional singing 
talent (paid full union scale).” 

He treated all his employees with 
respect and rewarded them generously 
for good performance. In summary, he 
created a wonderful culture of teamwork, 
akin to that of a large family. The fund’s 
performance speaks for itself. 


Other Remembrances 


Buffett recalls that “Bill was a remarkable 
investor and a remarkable human being. 
He introduced me to Tom Murphy, the 
founder of Capital Cities/ABC. I knew 
them both extremely well and never saw 
either do an unkind thing to anyone.” 
He remembers a playful episode during a 
Buffett Group trip on the Queen Elizabeth 
I. “The deck was crowded with people 
when this disheveled man with a mus- 
tache pushed his way through our group. 
He bumped into me and then suddenly 
pulled off his fake mustache—it was Bill 
Ruane.” Buffett also recalls that when he 
was chairman of the board of Data Docu- 
ments, a small company based in Omaha, 


Y Children's Aid 


% 
\' 
¥ 
yS 
\ 


In 1992, Bill Ruane and his colleagues at the Carmel Hill Fund identified the 
Dunlevy Milbank Center of the Children’s Aid Society, located on West 118th 
Street in Harlem, as their project partner in the “Adopt a Block” program. 


“Bill was a member of the board and trav- 
eled from New York for each meeting. 
We held the board meetings in my home 
in Omaha informally discussing all sorts 
of issues long into the night. It was the 
most enjoyable board experience I have 
ever had.” 

Don Graham, chairman of the Gra- 
ham Holdings Company, previously of 
the Washington Post, recalls in an inter- 
view Ruane’s contributions as a member 
of the board of directors of the Washington 
Post. “Bill was very slow and analytical. He 
explained issues step by step in long con- 
versations, always making a firm recom- 
mendation. He demonstrated the highest 
levels of character, integrity and judgment.” 

As an example, Graham cited the com- 
pany’s involvement in bidding for specu- 
lative cell phone licenses in 1981. “We 
won the license for Miami and shared the 
license in Washington, DC and Detroit. 
In Washington, DC, we were approached 
by our co-winner to manage the license 
on our behalf. I consulted with Bill Ruane, 
who, after considerable research, recom- 
mended turning the offer down, saying 
that it could result in significant damage 
to the company. Very few directors would 
give such candid advice.” 


Greg Steinmetz, an author and former 
journalist, is a 20-year veteran of the firm. 
He remembers that Ruane liked to do his 
research in a quiet environment away 
from the distractions at the firm’s office. 
He maintained a separate office in the 
Sherry-Netherland Hotel, located on 59th 
Street across from the firm’s office at the 
GM Building, in New York City. 

Lili Ruane recalls that her father was very 
health-conscious, always walking back and 
forth to work each day from the family’s 
apartment at Fifth Avenue and 94th Street 
to his office at the GM building, across 
from the Plaza Hotel on sg9th Street. She 
also recalls that he was very disciplined in 
his diet. His only indulgence was Rhein- 
gold beer, a popular brand of that era. 


The Carmel Hill Project 


Ruane’s commitment to philanthropy 
became evident during the later years of 
his life. He was determined to address 
the problem of racial inequality boldly. 
Nicholas Lehman’s best-selling book, The 
Promised Land: The Great Black Migra- 
tion and How It Changed America (1991), 
had a profound impact on him. “As a 
teenager, he visited his cousin in Baton 


Rouge, Louisiana each summer where he 
witnessed several lynchings,” recalls his 
daughter, Paige. During his college years, 
he had worked as a mentor in an East Har- 
lem Boy’s Club. He created the Carmel 
Hill Fund in 1986 to address economic 
inequality and racial injustice. It provided 
educational, mental health and social ser- 
vice efforts to directly assist low-income 
families in Harlem. 

In Terry Quinn’s Renewing a Block 
in Harlem, Ruane states that “my idea 
was simple...it wasn’t to throw a lot of 
money at a complex problem...it involved 
a low-cost leveraging of resources—medi- 
cal, housing, social service that have been 
out there for years. The idea was, basically, 
find a concentration of families in need, 
stabilize the block by connecting clients 
and available services. Then, if the model 
worked, we'd replicate it.” In other words, 
adopt a block. 

In 1992, Ruane and his colleagues iden- 
tified the Dunlevy Milbank Center of the 
Children’s Aid Society, located on West 
u8th Street, as their partner in this proj- 
ect. The facility had a 75-yard swimming 
pool, two immense playgrounds, com- 
puter classrooms, daycare facilities and a 
mental health services department. Ruane 
declared, “This is what I want for the rest of 
the block starting with apartment buildings 
27 and 29. I want to make this block shine.” 

These two city-owned brownstones 
were directly across the street and housed 
many senior citizens and families in dis- 
advantaged circumstances. The goal of 
the Carmel Hill Project was to address 
the needs of the occupants of these build- 
ings through casework, training in self- 
sufficiency skills, advocacy with city agen- 
cies and formation of tenant’s groups 
and a block association. The next step 
was to expand the project to other build- 
ings on the block starting with build- 
ing 69. In 1995, the city’s Housing Pres- 
ervation and Development Department 
(HPD) announced a new Neighborhood 
Entrepreneurs Program and selected the 
three Carmel Hill buildings for a complete 
reconstruction of each apartment. 

The essential element in the plan’s suc- 
cess was hiring Ann Hamm, a social worker 
at the Children’s Aid Society. She worked 
tirelessly with the residents, advocating 
for them with the HPD and other agen- 
cies. She accomplished all of Carmel Hill’s 
goals for the residents of these buildings 
within the first four years. In the following 
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two years, the project’s social services were 

extended to the residents of 8 West 118th 

Street, a 146-unit high rise across the street. 
The final element in Ruane’s plan was 

to address the educational needs of the 

children on the block. He selected St. 

Paul’s School, a private Catholic school 

which offered a higher quality education 

compared to the local public schools in 
the area. Carmel Hill offered scholarships 
for 30 children on the block. The school 
has since developed into the Academy of 

St. Paul and St. Ann. In a recent interview, 

John Paul Barnaba, the academy’s prin- 

cipal, explained Carmel Hill’s ongoing 

support: 

e Funding the Renaissance Accelerated 
Reading program. All students are 
required to attend each day from 3-4 
pm; 

e Payment of an extra 15% of teacher’s 
salaries to compensate them for the 
extra workload; 


¢ Full scholarships, including uniforms, 
for up to 30 students; 


e A new library and a basketball court 
next to the school; 


e A full-time social worker to assist schol- 
arship students and their families. 


Hamm (the full-time social worker) 
collaborated very closely with Ruane from 
the first days of the Carmel Hill Project. 
She remembers him as “a tough task mas- 
ter and very passionate about the success 
of the project. He was deeply involved.” 
He visited with tenants in the three build- 
ings on the block including “Uncle Jessy,” 
an elderly superintendent who lived in a 
dilapidated apartment where the toilet had 
fallen through the floor. Ruane arranged 
for his medical treatment. When Jessy 
passed away from cancer, there were no 
family members to make funeral arrange- 
ments. Hamm made the arrangements 
and Ruane attended the funeral along with 
many other residents of the block. He also 
assisted other residents in obtaining medi- 
cal help. 

Ruane took great pride in the academic 
achievements of the students at St. Paul’s 
School, celebrating with them as their 
standardized test scores improved from 
the lowest quartile to above average. He 
expanded the scholarship program for 
graduates to attend Catholic high schools 
and eventually colleges. Hamm supervised 
this expansion. She proudly remembers 


Ann Hamm (left) and Bill Ruane (right) 
receive the “Fulfilling the Dream” award in 
recognition of the Carmel Hill Project, 1998. 


one student who completed high school 
and attended Wesley College in Delaware 
on a Carmel Hill scholarship. She became 
a nurse. Another student earned her mas- 
ter’s degree at the State University of New 
York (SUNY) Buffalo and now works as 
a teacher. 

In 1998, the Carmel Hill Project received 
a “Fulfilling the Dream” award, named in 
honor of Martin Luther King. Ruane and 
Hamm were praised for their “Adopt a 
Block” program. In 2004, the Carmel 
Hill Fund Education Program was created 
to support education initiatives in New 
York, Colorado and Louisiana. In New 
York, the program supports students by 
providing books and training for teachers. 


Epilogue 


Ruane passed away on October 4, 2005. 
One week later, the Sequoia Fund issued 
its quarterly report in the form of a eulogy 
signed by his successors, Richard Cunniff, 
Robert Goldfarb and David Poppe: 


Yeats wrote of the choice between 
perfection of the work or of the life. 
Bill was the rare man who never had 
to make that choice. He was exuber- 
ant, an optimist, and happy in the 
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Courtesy of Paige Ruane 


way that only a truly good man can 
be. He built a firm that was more like 
a second family, which grew over the 
years... He respected every employee, 
rewarded hard work handsomely and 
endeavored always to strengthen the 
fabric of the firm. He was without 
guile, with no trace of meanness in 
him. He insisted that there be nothing 
mean in the way the firm did busi- 
ness... He leaves us a precious legacy, 
which we treasure: a commitment to 
do right by clients, by employees and 
by our own best selves. $ 


James Russell Kelly is Director of the 
Gabelli Center for Global Security Analy- 
sis and Senior Lecturer in Finance at 
Fordham University. 
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FAILU 


By Eric Brothers 


From the 18th century until the 2oth cen- 
tury, China employed silver coins from 
foreign lands as their de facto currency. 
The Spanish American coins issued dur- 
ing the reigns of Carlos II and Carlos IV, 
commonly called Carolus dollars, had a 
highly uniform standard of weight and 
fineness, and they became the standard 
means of exchange within China’s domes- 
tic economy during the 18th century. All 
foreign coins were judged against them. 
However, over the years nations that 
engaged in trade with China attempted 
to have their own coins accepted at the 
same rate as the Carolus (also known as 
8 Reales, piece of eight or Spanish dollar) 
and later the silver 8 Reales (commonly 
called the Eagle dollar or Mexican dollar). 


Painting of the Silver Mint House in Calcutta 
(‘The Old Silver Mint” by Thomas Prinsep, 1829), 
where British trade dollars were produced from 
1895-1935. They were also struck in Bombay 
and London. 


Such coins were called yuan (solid round 
coin) by the Chinese, the name by which 
Chinese currency has come to be known. 
Some nations sent their domestic specie, 
while others developed their own trade 
coin specifically for use in the China trade. 
These silver coins were used to purchase 
tea, silk, porcelain and other goods, for 
the Chinese would only accept silver coins 
as payment. As instruments of commerce, 
many of these international coins were 
dismal failures, some were moderately 
successful and some became the standard 
coins of China. 


From Bullion to Spanish Dollars 


The Chinese state employed silver bul- 
lion, called sycee, as its unit of account. 
Imported silver coins were melted down 
and recast into ingots. This recasting was 
done by private assayers and moneychang- 
ers, resulting in a heterogeneous variety of 
silver ingots of varying shapes, weights 
and fineness generated throughout the 
expansive Chinese empire. Monetary 
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scholars have documented 67 recognized 
standards of sycee. 

The Spanish Carolus dollars began to 
flood Chinese port cities and work their way 
into mainland China. Gradually, these coins 
replaced the sycee bullion and were adopted 
as the de facto currency. Before 1772, the 
Carlos III coins had a design on the obverse 
of the royal coat-of-arms topped off with 
the Spanish crown, while the reverse pre- 
sented the dual hemispheres of the New and 
Old Worlds beneath a crown surrounded 
by the pillars of Hercules. Americans called 
them “Pillar dollars,” while in China these 
coins were called “Double Pillar” or “Three 
Gongs” (for the “IIT” in Carlos III). 

In 1772, the silver fineness was debased, 
and the design was changed. From 1772 
to 1788, the bust of Carlos III replaced the 
twin hemispheres on the obverse, which 
combined the pillars of Hercules with the 
Bourbon coat-of-arms on the reverse. The 
same design was found upon the coinage 
of Carlos IV from 1788-1808. Such issues 
were called “Buddha Head” (fotoumian) 
in China. 
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In Spanish America, 929 million 
coins—representing 22,860 tons of sil- 
ver—were minted with the image of the 
Spanish kings from 1772 to 1808. Signifi- 
cant numbers of them were exported to 
China before 1799. China imported 42% of 
the total production of 1799-1806 and 26% 
of the total mintage from 1807-1813. 


A Contemporary Account 


A contemporary source from the 19th 
century, Zheng Guangzu, writing in circa 
1844, discusses the advent of circulating 
silver coins: 


After 1775, foreign silver coins began 
to appear in Suzhou and Hangzhou. 
At that time in my native prefecture 
of Suzhou coin-denominated remit- 
tance notes (qianpiao) were widely 
used along with fine sycee silver. 
Afterwards the price of silver rose 
steadily, and foreign coins gradually 
displaced sycee silver. Among them 
were the “Horse-riding Swords- 
man” [i.e., the “Silver Rider” duka- 
ton of the Dutch Republic]. From 
1785 onward the “Buddha Head” coin 
was used exclusively. Subsequently 
foreign coins predominated because 
they were convenient to carry and 
exchange. 


During the 18th century, the Taiwanese 
commonly used the “Silver Rider” duka- 
ton for land transactions. Further evi- 
dence, found in a shroffs (moneychang- 
er’s) handbook in Taipei, provides an 
illustration of the Dutch three gulden 
from the 18th century. This shows it likely 
arrived in significant numbers, probably 
from the Dutch East Indies (modern day 
Indonesia). 


Early American Coins 
in the China Trade 


The first US coins arrived in China in 1796: 
the Flowing Hair (1794-1795) and Draped 
Bust dollars (1795-1803). Even though they 
were modeled upon the Carolus dollars, 
after arriving in Canton they were dis- 
counted and melted down to make sycee. 
That was due to their lower silver content: 
American silver dollars had 371.25 grains 
of pure silver, while the Spanish dollars 
had 377.25 grains. Production of US silver 
dollars ended in 1803, for the lion’s share of 
them were being shipped to China and not 


The Hong Kong Mint (1866-1868) and its garden in Causeway Bay, Hong Kong. 


being used in American commerce. The 
US Capped Bust half dollars (produced 
from 1807-1836) were sent to China is 
substantial quantities to replace the dollar. 
However, as with the dollars before them, 
they were discounted and melted. 

The Chinese greatly preferred the Caro- 
lus, for they had developed a reliability, 
familiarity and acceptability that no other 
international coin could match. The US 
dollars, and later the US half dollars, were 
unfamiliar and drew suspicion among 
shroffs. All coins—especially unknown 
issues—were chopmarked by merchants 
as a check on debased and counterfeit 
coins. Chopmarks are also similar to an 
endorsement on a check and guaranteed 
the coin’s authenticity. F.M. Rose writes, 
“The Chinese would take anything which 
was a coin made of silver, but if they did 
not like it, or were unfamiliar with it, they 
would only take it at a discount from its 
true bullion value, and then be likely to 
toss it into a melting pot.” 


Dramatic Drop in Chinese 
Silver Specie Imports 


In 1808, a Napoleonic army invaded Spain 
and imprisoned King Carlos IV and the 
crown prince Ferdinand VII. The Pen- 
insular War (1807-1814) brought about 
upheavals in Spain’s American colonies. 
The Spanish American wars of indepen- 
dence (1808-1833) brought about both 
territorial and monetary fragmentation 
in the Spanish empire. Those wars were 


28 FINANCIAL HISTORY | Winter 2023 | www.MoAF.org 


the cause of the collapse of mining and 
coin production in Spanish America. They 
caused a dramatic contraction of Chinese 
silver imports. 

Dr. Alejandra Irigoin, associate profes- 
sor at the London School of Economics, 
writes, “The root at the halt of silver [spe- 
cie] imports, and later the outflow of the 
metal, lies in the quality of the standard 
silver [coins] in circulation in the inter- 
national economy. Indeed, the problem 
was not the quantity of silver but the 
quality of silver coin.” Traditionally, the 
shortages of silver have been explained 
by excessive opium imports from British 
India and extensive outpouring of silver 
to pay for it. 

In contrast to the Carolus dollars, the 
coins issued by Mexico and other Latin 
American republics varied widely in qual- 
ity over the years. The increasing variety 
of republican coins—with their differ- 
ent sizes, fineness and appearances—and 
with it the regular debasement of such, 
resulted in the collapse of the silver stan- 
dard of the most successful world coin of 
its day. The Chinese learned of changes 
in Latin American republican coinage 
immediately. 

Beginning in the 1820s, the arrival of 
debased republican coinage confounded 
shroffs and merchants, creating a problem 
that had never existed in the time of the 
Carolus dollars. In order to determine and 
establish a new silver standard, republican 
coins were chopped and marked with 
every single transaction, thereby further 


Carolus Ill 8 Reales coin dated 1789, 
with multiple Chinese chopmarks. 


An extremely rare 1822 Mexican republican 
silver 8 Reales with chopmarks. 


Rare British trade dollar, dated 1898, 
with chopmarks. This series (1895-1935) 
was a great success in China. 


From the Colin Gullberg Collection. Source: Colin James Gullberg, Chopmarked Coins: A History—The Silver Coins Used in China 1600-1935. 


damaging their physical integrity. Vir- 
tually all were discounted and eventu- 
ally melted into sycee. Very few chopped 
republican coins exist today. 


A New Standard Coin Emerges 


The 8 Reales Mexican silver dollar (com- 
monly called Eagle dollar) began produc- 
tion in 1823 and was produced at 13 differ- 
ent mints over the years until the series 
ended in 1897. For most of those years it 
had the same design. The obverse featured 
a golden eagle perched upon a prickly 
pear cactus, eating a rattlesnake, while the 
reverse presented a Liberty cap with rays 
of sunlight streaming from it. 

The Eagle dollar is the most common 
of all coins in the China trade to be 
found with chopmarks, due to its longev- 
ity, substantial mintages and huge number 
exported to China. The Chinese called it 
ying-yang (Eagle dollar) or ying-yin (Eagle 
silver). Over the years, with its consistent 
silver content, size and appearance, it 
became accepted and trusted in China. In 
essence, by 1857 it had replaced the Caro- 
lus throughout the Celestial Empire. 

The great success of the Mexican dol- 
lar in 1857 was due, in part, to Western- 
ers arranging for massive amounts of 
them to serve as silver reserves in newly 
established banks in Shanghai. That same 


year saw Chinese imports of silver specie 
begin to dramatically spike to levels not 
seen since the days of the Carolus dollars. 
Among these imports, from 1877 to 1897, 
a whopping 79% of the Mexican dollar 
mintages arrived in China. 


American Attempts at Trade Coinage 


The United States endeavored to have 
its domestic circulating coinage serve in 
the China trade. To that end, the vast 
majority of Liberty Seated silver dollars, 
struck from 1840-1873, were shipped to 
the Celestial Empire. Virtually all were 
chopped, discounted and melted into 
sycee. Silver merchants also shipped great 
quantities of Liberty Seated half dollars 
to China from 1839 to 1873, including the 
majority of those struck at the San Fran- 
cisco Mint (1855-1873). That was because 
silver merchants in San Francisco were 
frustrated that the city mint only pro- 
duced silver dollars in 1859 (20,000) and 
1872 (9,000). The half dollars met the same 
fate as the silver dollars. 


Turmoil in Mexico 


The 1860s saw political upheavals in Mex- 
ico. After the War of the Reform (1858- 
1860), a civil war, the Second Franco-Mex- 
ican War (1861-1867) saw France invade 


Mexico and establish the Second Mexi- 
can Empire (1862-1867) with the Austrian 
Maximilian I installed as emperor. 

The Mexican republic was restored in 
1867 after the execution of Maximilian. 
After the republic was re-established, Mex- 
ico imposed a 12% excise tax on every silver 
coin that was exported. From 1869 to 1873, 
Mexico replaced the Eagle dollar with a 
newly designed coin: the Balance Scale peso. 
Chinese shroffs and merchants rejected the 
new coin with its strange design and peso 
denomination. However, beginning in 1874, 
the Eagle dollar coins were restored. 


The Hong Kong Dollar 


Since Hong Kong was Britain’s most 
important trading port in China, it made 
sense that a standardized, uniform coin 
would increase trade in the region. British 
officials knew that the Mexican Eagle dollar 
was the only legal tender payment in Hong 
Kong and that it circulated widely through- 
out China. Despite that knowledge, pushed 
by English business interests in Asia, the 
British attempted to produce a coin to chal- 
lenge it. To that end, the Hong Kong Mint 
opened its doors in 1866, producing both 
Hong Kong dollars and half dollars. 
Unsurprisingly, the Chinese discounted 
the new Hong Kong dollar against the 
Mexican dollar, which had the reliability, 
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familiarity and acceptability that the new 
British coins did not. It did not help that 
the Hong Kong dollar was three grains 
lighter in silver than the Mexican dollar. 
Colin James Gullberg reports there was 
a rumor that spread among the Chinese 
that they would be criminally liable if 
they chopped the head of Queen Victoria 
on the Hong Kong coins. Giving up on 
this monetary folly, the British closed the 
Hong Kong Mint in 1868. 


The US Trade Dollar 


A few factors led to the creation of the US 
trade dollar. The long-time discounting 
and melting of US silver dollars and half 
dollars certainly plated a role. Silver mer- 
chants paying stiff premiums for Mexican 
dollar coins was also significant. However, 
two factors left mint officials no choice but 
to develop an actual trade coin. They were 
the Mexican 12% excise tax on its silver 
coins starting in 1867, and Mexico chang- 
ing its wildly successful Eagle dollar to the 
Balance Scale peso from 1869-1873. That 
coin simply fell flat in China, giving the 
United States a window of opportunity to 
develop a trade coin. 

The US trade dollar (1873-1878) was the 
first and only American coin created spe- 
cifically for international trade. US Mint 
officials developed a coin that had more 
silver (378 grains) than the erstwhile Lib- 
erty Seated dollar (1840-1873) and, more 
importantly, the Mexican Eagle dollar. It 
even advertised its content upon the coin’s 
reverse: “420 GRAINS. 900 FINE.” The 
trade dollar was a boon to merchants who 
no longer had to pay stiff premiums and an 
excise tax on Mexican dollars. Even more, 
it was not discounted as was every other 
US coin that was previously sent to China. 
In fact, it outperformed the Mexican coin, 
fetching a 2% premium above the Eagle 
dollar in China. 

However, there were problems. Even 
though it was created solely for the China 
trade, Congress made the trade dollar 
legal tender in amounts up to $5. The 
price of silver was falling and the silver in 
a trade dollar was worth less than a dol- 
lar starting in 1876. Unscrupulous silver 
merchants had trade dollars produced at 
the US mints, and, claiming they were ear- 
marked for export, would distribute them 
to unsuspecting people at their $1 face 
value. This activity continued unabated 
even after their legal tender status was 


A Hong Kong dollar produced by Great Britain dated 1866, an abject failure in the China trade. 


The Mexican Eagle dollar 8 Reales coin, 1862. 


revoked in July 1876—and the price of 
silver continued to drop. By 1878, around 
four million trade dollars were circulating 
in American commerce. Thus, despite its 
great success in China, production of the 
US trade dollar ended in 1878. 


The British Trade Dollar 


By 1895, the price of silver had been drop- 
ping steadily since 1872. The year 1893 saw 
America repeal the Sherman Act, which 
had compelled the US government to buy 
4.5 million ounces of silver every month. 
Around that time, the mints of India 
ended their policy of free coinage of silver. 
Both events lowered the demand for sil- 
ver. Most European nations had switched 
to a gold standard. The end of the 19th 
century saw most Asian nations follow 
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suit. The notable exceptions that remained 
on the silver standard were Hong Kong, 
China and French Indochina. 

British merchants in the East had been 
agitating for a British trade dollar since 
1830. Solicitation for a British trade dollar 
continued in the years 1863, 1872, 1876, 
1878 and 1886. It appears that the success 
of the US and Japanese trade dollars, as 
well as the Saigon dollar, were motivat- 
ing factors in the continued requests for 
a British trade dollar. The British govern- 
ment reconsidered its position on the 
trade dollar in 1893. A steep contraction 
of the supply of Mexican Eagle dollars 
in the major outlets of London and San 
Francisco was blamed on the end of free 
coinage of silver at the Indian mints and 
the repeal of the Sherman Act in the 
United States. 


Heritage Auctions, ha.com 


Heritage Auctions, hacom 


From the David Reimer Chop Marked Trade Dollar Collection, PCGS Registry Set 


Extremely rare 1878-CC (Carson City Mint) US trade dollar with chopmarks. 


It is ironic that after centuries of depen- 
dence upon foreign silver coins for trade, 
finance and commerce, when China began 
minting its own silver coinage in 1889, the 
Chinese still looked to a foreign standard 
silver coin. Gullberg writes, “The chaos 
of dealing with dragon dollars—each had 
its own weight and fineness—convinced 
banks to adapt an internationally accept- 
able coinage.” Beginning in 1895, that coin 
was the British trade dollar. 

Struck from 1895 to 1935, the British 
trade dollar was produced at the mints in 
Bombay and Calcutta, and for a few years 
in London. It was legal tender in Hong 
Kong where it was illegal to chop the 
“standing man” coin, as the Chinese called 
it. However, it was chopped through- 
out mainland China. It also circulated 
in the Straits Settlements and elsewhere. 
In total, over 270 million of them were 
minted. The British trade dollar was sup- 
ported by banks and other commercial 
entities which sent silver bullion to Bom- 
bay, Calcutta and London to pay for its 
production. 

Different factors contributed to its suc- 
cess. The year 1897 saw the end of the 
Mexican Eagle dollar’s primacy in China, 
for its design was changed and the Chi- 
nese avoided it. That same year saw Japan 
go on the gold standard and end mintage 
of its silver yen coin, which had served as 
a trade dollar in Hong Kong and China. 
Japan had struck its own trade dollar from 
1875-1877. The Saigon dollar, which the 
French produced as a trade coin starting 
in 1885, ended its run in 1903; it had cir- 
culated widely in Hong Kong and China. 


The successful US trade dollar had ended 
in 1878. Thus, the British trade dollar had 
become the standard silver coin, as did the 
earlier Carolus dollar, Eagle dollar and US 
trade dollar. 


The Silver Purchase Act of 1934 


In 1934, pressure from mining interests 
in Nevada and California resulted in the 
United States passing the Silver Pur- 
chase Act. This involved purchasing huge 
amounts of silver on the open market. 
This policy resulted in the price of sil- 
ver rising steadily, which made economic 
conditions in China problematic. Ameri- 
can government actions caused volatility 
in the bullion markets and—contrary to 
views that a rise in silver would ben- 
efit China—it caused serious concerns. 
In 1934, over $250 million worth of silver 
specie was exported from China; Hong 
Kong also saw great quantities of silver 
currency depart. 

Chinese banks had reduced cover for 
their note issue and rumors spread that 
the Chinese government was considering 
devaluation of silver dollars. The United 
States continued its silver purchase policy 
into 1935, which caused further financial 
and currency problems for China. The Chi- 
nese government announced in November 
1935 that it was abandoning the silver stan- 
dard. Silver specie in circulation was to be 
placed under strict government control, 
and dollar coins replaced by an inconvert- 
ible note issued by the central bank. The 
Annual Report of the Royal Mint wrote 
of this change in monetary policy as “an 


act of statesmanship which is all the more 
remarkable in view of the age-long tradi- 
tions which for centuries have kept that 
great Empire in bonds as close as those of 
Holy Matrimony with silver.” 

December 1935 saw Hong Kong end its 
silver standard in a similar manner to that 
of China. Production of the British trade 
dollar ceased in 1935, marking the end of 
the rich, long history of international sil- 
ver coins in the China trade. $ 


Eric Brothers has been a frequent con- 
tributor to The Numismatist, the pub- 
lication of the American Numismatic 
Association (ANA), since 2006. Several 
of his articles have covered financial his- 
tory, including “Alexander Hamilton and 
the Panic of 1792” (January 2021). Broth- 
ers recently began contributing articles 
to ANS Magazine, a publication of the 
American Numismatic Society in New 
York. This is his third article for Financial 
History. 
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By Gregory DL Morris 


IN 2022, traditional commercial banks 
were fined more than $5 billion by the 
Consumer Financial Protection Bureau 
(CFPB) and the Office of the Comptroller 
of the Currency for a wide range of legal 


Androscoggin Bank employees 
participate in a River Clean Up event. 
All employees receive 24 hours of paid 
volunteer time that they may use as 
they see fit to support organizations 
and causes that matter to them. 


ANDROSCOGGIN 


violations—from the incorrect disburse- 
ment of state unemployment benefits to 
unlawful trading. 

A very different narrative is being writ- 
ten by banks structured as B corporations. 
Their story gets less attention because it is 
not lurid, but in some ways their story is 
more important. They are front and center 
as the entire financial and commercial sec- 
tor reconsiders the decades-old concept of 
shareholder primacy as a universal man- 
date, rather than as merely one of several 
models. While directors and officers of C 
corps may consider the interests of other 


stakeholders beyond owners, directors and 
officers of B corps are required to do so. 

B corps are a form of public-benefit cor- 
poration (PBC) authorized in 35 states and 
the District of Columbia. Those include 
states that are major financial hubs, such 
as New York, California, Illinois and 
Texas, but notably not North Carolina. 
While the structure and regulation of a 
B corp is under state law, B corp status is 
certified by third parties. 

Among the B corp banks, one of 
the newest is a bank in Maine that was 
founded as a mutual shortly after the Civil 


War. Appropriately, the pioneering first 
B corp bank was one in Minnesota. The 
largest B corp bank is a historic New York 
institution. 

Androscoggin Bank was chartered as a 
mutual bank in Lewiston, Maine, in 1870, 
just 50 years after the territory became a 
state. Before that Maine was part of Mas- 
sachusetts, which became emblematic of 
the early industrial revolution in the form 
of large water-powered textile mills. Not 
surprisingly, the same mill complexes that 
lined rivers in the Bay State also arose in 
the Pine Tree State. 

In the five years after the end of the Civil 
War in 1865, the population of Lewiston, 
on the Androscoggin River, doubled to 
12,000. There was an influx of immigrants, 
including many French Canadians and 
Irish, to work in the textile and lumber 
mills, as well as other industries. 

“At the time there was only one commer- 
cial bank in Lewiston, and no consumer 
bank,” said Neil Kiely, president and chief 
executive officer of Androscoggin Bank. 
“Also, at that time the mutual form of bank 
was popular. It has since waned, other than 
credit unions, which are a form of mutual. 
But otherwise the publicly traded bank, 
or private structure, prevails today. Our 
founders could have formed a stock bank, 
but they wanted the profits to be cycled 
back into the community.” 

That approach succeeded through the 
decades. Indeed, Androscoggin was one 
of the first banks in the country to petition 
to reopen after the 1933 Bank Holiday (see 
article, page 18). 

Even as mill closures after World War 
II devastated many textile towns, such as 
Lawrence and Lowell, Massachusetts (See 
Financial History, Issue 140, Winter 2022), 
the mills in Lewiston persevered into the 
1960S. 

Androscoggin Bank has expanded to 
uu branches today. Not being publicly 
traded, the bank does not disclose full 
financials, but according to its annual 
report, it “earned a record net income of 
$8.3 million in 2021, which is nearly 2% 
higher than 2020. The bank is proud of 
the growth in our loan portfolio in 2021 
of nearly $48 million (4.75%). The bank’s 
capital position is strong, growing nearly 
$8 million in 2021 over 2020 levels.” 

Kiely, an attorney by training, joined 
Androscoggin in 2010 as a director. He 
had been with a large national law firm in 
Washington, DC before moving to Maine 


Neil Kiely, president and chief executive 
officer of Androscoggin Bank. “There was a 
sense of urgency about what was happening 
in community banking. Banking is often 
perceived as acommodity business, so we 
chose to differentiate ourselves by building 
a culture that would attract and empower 
the best employees in the market.’ 


to be in-house counsel for a company. He 
left that role to become an entrepreneur, 
as well as a renewable energy developer. 
“Tt became clear to me immediately upon 
joining the bank that the financial sector 
was going to change more in the next 10 
years than it has in the last 50,” said Kiely. 

Noting that 30% of community banks in 
the country have disappeared over the last 
10 years, Kiely recalled, “There was a sense 
of urgency about what was happening in 
community banking. My instinct was how 
to differentiate Androscoggin. Banking is 
often perceived as a commodity business, 
so the way we chose to differentiate our- 
selves was by building a culture that would 
attract and empower the best employees 
in the market.” 

Many companies in the retail sector 
have taken to calling their employees 
“associates” or “partners,” but Kiely knew 
that simply changing labels would not be 
meaningful. 

“We had to elevate our employees as 
stakeholders in practice,” he said. “That 
means a real culture of meaningful work. 
And it has made a difference by objective 
measures. Our engagement scores went 
up, our referrals went up, client satisfac- 
tion scores went up and eight out of 10 


Courtesy of Androscoggin Bank 


new employees are being recruited by 
existing employees. That is very telling.” 

Also telling was the need to find new 
metrics. “Originally we turned to the B 
corp as a benchmark,” said Kiely. “In 2020 
I asked my staff to take the B corp assess- 
ment as a way to find what gaps we still 
had. I was struck by how rigorous the pro- 
cess was. It involves about 200 questions. 
As a financial institution we are audited 
by state and federal regulators, and the B 
corp assessment was on a par with those in 
detail, rigor and integrity. By the time we 
were done we determined that we could 
actually achieve B corp status.” 

There are about 5,500 B corps in the 
United States, of which Androscoggin 
became only the ninth bank. Androscog- 
gin achieved its certification through 
B Lab, a non-governmental institution 
formed in 2006. 

In June 2022, Androscoggin shifted its 
charter from a C corp to a PBC. All of 
the state and federal regulatory oversight 
remains, and the bank has to be recertified 
by B Lab and as a PBC every three years. 

As part of the restructuring as a B corp 
and PBC, Androscoggin established a B 
corp steering committee, as well as several 
new employee-led teams, including diver- 
sity, equity and inclusion; sustainability; 
events; and engagement. 

About 40% of all Androscoggin 
employees are involved in B corp activi- 
ties in some way. All employees receive 
24 hours of paid volunteer time that they 
may use as they see fit to support organi- 
zations and causes that matter to them. To 
achieve officer level within the Andro- 
scoggin organization, individuals must 
have a proven track record in the com- 
munity and are asked to participate in 
board level opportunities to help support 
community partners. 

The bank holds an annual week of 
Greater Giving in partnership with orga- 
nizations aimed at tackling food insecurity 
in each of the communities where the 
bank has a branch. The week includes 
fundraising and food drives. There are 
also coordinated opportunities for teams 
to volunteer together, paid for by the bank 
as a part of normal work hours without 
requiring employees to use their paid vol- 
unteer time benefit. 

“That has become a draw even in the 
midst of the Great Resignation,” said 
Kiely. “Even during the shift from C corp 
to B corp, people commented to me that 
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Courtesy of Sunrise Banks 


Bryan Toft, chief revenue officer, Sunrise Banks. 
“People work for a paycheck, of course, but 
there is also an emotional element as well, 
just as important. It is fascinating to watch 
people join the organization and engage’ 


the energy was palpable. We have pur- 
pose-driven passionate people.” 

In 2009, Sunrise Banks became one 
of the first banks to be certified as a B 
corp. Today it has four standard branches 
around Minneapolis and St. Paul, as well 
as a corporate office in Sioux Falls, South 
Dakota, that oversees its financial tech- 
nology partnerships. Sunrise reports $2 
billion in assets and has more than 300 
employees. 

Bryan Toft, chief revenue officer, was 
with the bank when it first achieved B 
corp certification, but was not involved in 
that initiative. “I was a commercial loan 
officer working with small business, and 
from that perspective I could see that B 
corp status made perfect sense based on 
the values of the bank.” In the intervening 
years, he left Sunrise and returned twice; 
each time the principles that underscore 
the B corp process were part of what drew 
him back, he said. 

“Internally the number one benefit we 
gain from being a B corp is how it enables 
us to acquire and retain talented and 
engaged people at all levels,” said Toft. 
“Often people tell us ‘I heard about your 
bank, and learned more, and was just 
waiting for an opportunity to join.’ People 
work for a paycheck, of course; there is 
always the financial element to work. But 
there is also an emotional element as well, 
just as important. It is fascinating to watch 


people join the organization and engage.” 

The bank’s B corp status has also helped 
employee retention. “We have not expe- 
rienced much of the Great Resignation,” 
said Toft. “There is always some low level 
of turnover for individual and personal 
reasons, but even in those cases, when 
people leave, they sometimes come back. I 
did it twice,” he laughed. 

As with most B corp banks, Sunrise is 
also involved in complimentary financial 
programs. Sunrise was designated a Com- 
munity Development Financial Institution 
(CDFI) by the US Treasury in 2001, eight 
years before it became a B corp. CDFIs are 
required to make at least 60% of their loans 
in low- to moderate-income areas. 

“We have expertise and experience in 
multiple funding sources for low-to-mod- 
erate income lending and are also strong 
on diversity,” said Toft. Those capabilities 
enable us to check many of the B corp cri- 
teria as well.” 

Sunrise joined the Global Alliance for 
Banking on Values (GABV) in 2013, and 
David Reiling, chairman, president and 
CEO of Sunrise, became chairman of 
GABV in 2021. “The goal of that alliance is 
to change the banking system. Internally 
at Sunrise Banks, we approach economic, 
social and environmental issues as all part 
of sustainability,” said Toft. An example of 
those efforts is Sunrise’s internal Justice, 
Equity, Diversity and Inclusion (JEDI) 
committee. 

Toft also noted the Sunrise entrepre- 
neurial spirit in the early adoption of those 
initiatives. “When we joined GABV, there 
were only 60 member institutions in the 
entire world. And when we became a CDFI 
in 2001 we were early in that program as 
well. Those programs make sense for who 
we are and what we do, and B corp certifi- 
cation is a continuation of that.” 

B corp certification is a global initiative, 
and Sunrise has been named among the 
best in the world in the financial category 
for nine years in a row by B Lab. Putting a 
new spin on the doing-well-by-doing-good 
model, Toft noted that B corp status has a 
similar resonance for customer attraction 
and retention as it does for employees. 

“People become interested in who we 
are and what we do,” said Toft. “I know 
personally people who have come to us for 
loans or deposits because we are a B corp.” 

Amalgamated Bank is celebrating its 
centennial this year. Founded by orga- 
nized labor as “New York’s labor bank,” 
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he 


Ivan Frishberg, chief sustainability officer, 
Amalgamated Bank. “We lean into the 
intersection of doing well and doing good. The 
commonly cited trade-off between making 
returns and doing the right thing is a myth’ 


on April 14, 1923, it now styles itself 
“America’s socially responsible bank.” 
With a balance sheet of $8 billion and $15 
billion under administration, it is equiva- 
lent to a good-sized regional. Amalgam- 
ated was certified as a B corp in 2017, and 
is by all accounts the largest B corp bank 
in the United States. There was a limited 
public offering in 2018, with labor unions 
retaining 40% ownership today. 

“We lean into the intersection of doing 
well and doing good,” said Ivan Frishberg, 
chief sustainability officer. “The com- 
monly cited trade-off between making 
returns and doing the right thing is a 
myth. We have proven that a bank can 
do well by doing the right thing. In recent 
decades, we have put a lot of effort into 
addressing racial and wealth inequality.” 

Amalgamated’s clients are both retail 
and commercial, with a heavy focus on 
non-profits, sustainable businesses, labor 
and political organizations. It acquired the 
New Reserve Bank of California and today 
has offices in New York, Massachusetts, 
California and Washington, DC. 

Far from being a staid centenarian, 
Amalgamated gives the impression of 
becoming more agile as it ages. In the space 
of just a few years, it achieved B corp cer- 
tification, made a national acquisition then 
an IPO, then capped the flurry of activity 
by modifying its corporate structure and 
governing documents to a PBC in 2019. 


Courtesy of Amalgamated Bank 


Courtesy of Sunrise Banks 


Sunrise Banks employees give back to the community through Habitat for Humanity. The bank offers full-time employees 40 hours 
of paid volunteer time a year; part-time employees get 20 hours of paid volunteer time a year. The time is not required, only offered. 


“B corp certification tells us, and tells 
the public, how we are doing,” said Frish- 
berg. “It is a set of metrics and best 
practices. PBC status gives us the legal 
structure to serve stockholders, as well as 
other stakeholders. B corp and PBC are 
additive to each other and support our 
fundamental objectives as an organiza- 
tion,” he added. 

More specifically to B corp status, 
Frishberg detailed that “the effort was a 
formal way to demonstrate to ourselves 
and the public what we have done and a 
guide to keep improving. It was not some- 
thing for which we had to change; it was 
a natural for us. We’ve already completed 


one recertification and are in the middle 
of our second.” 

One point of commonality among all 
B corp banks is their public outreach. But 
from there each institution approaches 
outreach in different ways. At Amalgam- 
ated, that happens through the branches, 
because those are closest to the communi- 
ties, Frishberg explained. “'m based in 
Washington, and here we participate in job 
fairs and have tables at community events. 
But to take things back a step, our primary 
impact in the community is through our 
lending. That is how we support and build 
communities most directly.” 

As an example, Frishberg noted that 


lending in support of climate-change ini- 
tiatives has grown to comprise 32% of the 
bank’s portfolio. 

“While B corp certification is certainly 
something of which we are proud, and 
that tells the public how we are doing, it 
is most useful as an internal tool. It speaks 
to a particular function of our organiza- 
tion. How we are doing as a corporate 
citizen.” $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise & Industry Historic Research and 
an active member of the Museum’s edito- 
rial board. 
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The Enduring Value of 


ROGER MURRAY 


Formation of the Private Pension 


By Paul Johnson and Paul D. Sonkin 


Ir Is FAIR TO Say that value investor and 
professor Roger Murray contributed sig- 
nificantly to retirement income security 
for millions of Americans. Murray’s inter- 
est in pensions dates to the early 1950s, 
when he published his first journal article 
on pensions in 1952 entitled, “Investment 
Aspects of the Accumulation of Pension 
Funds.” He made a significant and lasting 
contribution in the early research on the 
importance of pensions, persuaded pen- 
sion fund managers to invest in common 
stocks (advice he followed while managing 
pension fund assets at TIAA-CREF), testi- 
fied before Congress about the importance 
of pensions and consulted with the Pension 
Benefit Guaranty Corporation. In addition, 
he assisted Representative Eugene Keogh’s 
efforts to pass a retirement plan for self- 
employed workers (Keogh Plan) and got 
the individual retirement account (IRA) 
into the Employee Retirement Income 
Security Act (ERISA) of 1974. 

One of the most important events in 
the history of private pension plans was 
passage of the Keogh bill (HR 10), which 
became law as the Self-Employed Individ- 
uals Tax Retirement Act of 1962, on Octo- 
ber 10, 1962. The Keogh Plan, as it is com- 
monly referred to, enabled self-employed 
individuals to create tax-deferred pension 
accounts, which extended the tax-deduct- 
ibility of pension contributions beyond 
traditional private pension plans owned 
and funded by corporations. The journey 


to establish a retirement program for the 
self-employed was a long, drawn-out con- 
gressional battle. The first bill was intro- 
duced by Congressmen Eugene Keogh 
and Daniel Reed, both from New York 
State, in 1951. Opposition to the bill was 
focused on its potential impact on tax rev- 
enues and worries about it increasing the 
federal deficit. 

Representative Keogh was a senior 
member of the House Ways and Means 
Committee, and he recruited Murray to 
support his efforts in getting the bill passed. 
In Murray’s own words, “I had been Gene 
Keogh’s expert for pension plans.” 

Murray told the story many years later 
how he came to work with Representa- 
tive Keogh: Because he [Keogh] was from 
Brooklyn and was a fairly senior guy on 
the Ways and Means Committee, he called 
the chairman of the Bankers Trust Com- 
pany and said, “I need an expert to sup- 
port me, against the contention that the 
Keogh Act will be too expensive, too great 
a revenue loss.” The Bank’s chairman said, 
“T know just the guy you want to recruit. 
His name is Roger Murray.” 

And for 10 years, each year when 
the bill would come up, one year in the 
House Ways and Means, the next year in 
the Senate Finance Committee, Murray 
would travel to Washington “and give my 
testimony that the Treasury’s estimates 
of revenue loss were absolutely unreal 
and outrageous.” When the final bill was 
enacted in 1962, it “marked the culmina- 
tion of an 11-year effort,” primarily driven 
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by Representative Keogh. And, as Murray 
observed, “I had worked for 10 years” sup- 
porting its passage. 

One of Murray's most important research 
projects as a professor at Columbia Busi- 
ness School was to direct a major study 
of the effects of public and private pen- 
sion plans on savings and investment for 
the National Bureau of Economic Research 
(NBER). The three-year report was sent to 
Congress in 1967 and published as a stand- 
alone report in 1968 entitled “The Economic 
Aspects of Pensions: A Summary Report.” 
‘The 128-page report was the most compre- 
hensive study of pension plans published to 
that date. The experience forged a lasting 
impression on Murray and was one of the 
most significant contributions in his career- 
long interest in pensions. 

When the report was submitted to the 
US Congress Joint Economic Committee, 
Geoftrey H. Moore, director of research for 
NBER, stated in a cover letter addressed to 
the chair of the committee, the Honorable 
William Proxmire, “Dr. Murray’s work is 
the capstone in a series of studies upon 
which he and several members of the 
National Bureau have been engaged for 
some years. Fortunately, the completion 
of this series of studies coincided with the 
plans of the Joint Economic Committee 
for the Compendium on Old Age Income 
Assurance.” 

While managing retirement portfolios 
at TIAA-CREF and dealing directly with 
individual pension benefits, Murray made 
an important observation. “One of the 


great assets of academia is that you can 
move [jobs], and your retirement benefits 
will move right with you as long as you're 
in TIAA-CREF because you're holding 
the policy.” The policy is “always yours 
from day one.” Murray then realized 
that TIAA-CREF was unique. “I looked 
around the landscape and I said we’ve got 
to find an organization” that can provide 
the same services for individuals that do 
not work in academia. “We have plans 
wherever there is an organized company 
plan or an organized group from a labor 
union or somebody else. But [the]...people 
in the world who don’t have any compa- 
rable opportunity are people who have 
a lifetime of work where their economic 
asset is their skill, their professional abil- 
ity, but they do not have a continuity of 
specifically employment.” 

To “fill that gap,” Murray thought of 
“having an individual retirement account 
where” an individual could have a spe- 
cial account with “a financial institution 
and have a part of his pay, either by his 
employer’s action or by his own action, 
go into that lifetime savings account.” 
The key would be to have contributions 
to the account “tax deductible just as it 
is for everybody else in public or private 
pension arrangements. And the beauty of 
this is that it becomes a wonderful asset 
for financial institutions, and they will 
promote it because they will have a long- 
earned depositor.” 

Adding to his insight, Murray remarked, 
“Furthermore, here is the ideal place for 
people to buy stocks” and “make long- 
term equity [investments] because they 
will have locked themselves in through 
this program and the one thing we know 
about stocks is that they’re illiquid. They’re 
a lousy short-term investment. But if you 
give me 15 or 20 years, I'll give you a 
superior rate of total return, which is what 
you need for your retirement savings.” 
The challenge, of course, was that Murray 
needed a way to convince the government 
to support the idea. 

President Richard Nixon announced 
his intention to appoint a commission to 
study the nation’s financial structure in the 
Economic Report of the President, which 
he submitted to Congress on February 19, 
1970. The commission’s mandate was to 
“review and study the structure, operation 


and regulation of the private financial 
institutions in the United States, for the 
purpose of formulating recommendations 
that would improve the functioning of the 
private financial system.” The commission 
was named the Hunt Commission after 
its chair, retired Crown Zellerback Chair 
Reed O. Hunt. 

Murray recalled his interaction with the 
Hunt Commission and involvement in the 
idea of creating an individual pension plan 
in an interview in 1996. Congress held a 
series of hearings on pension reform and 
“they were kind enough to invite me to 
come to talk about how the retirement 
income had gaps in it, and I gave what I 
thought was excellent testimony.” None- 
theless, “[n]obody gave me a time of day” 
and my testimony “got nowhere.” 

“However, the Hunt Commission was 
appointed to study our financial institutions 
and invited me [to speak to them] because 
of what I'd written and done in the field of 
pensions.” The commission was tasked with 
producing a report with recommendations 
that were “expected to address how we cure 
the maintenance of fiduciary standards for 
the protection of pension promises.” Mur- 
ray shared with the commission his idea 
for an individual retirement account, and 
the commission staff responded by saying, 
“Your argument is well made” and “this is 
what we ought to recommend.” 

The Hunt Commission’s primary task 
was to make “recommendations that 
would improve the functioning of the 
private financial system.” “But curiously 
enough, as you get about two-thirds of the 
way through the” report, there is “a slight 
departure.” The report talks “about the gap 
and the availability of pension plans of the 
individual” and “the potential remedy for 
this is a thing called an individual retire- 
ment account.” On pages 108 and 109 of 
the 173-page report, the last two pages of 
the report’s section on recommendations, 
the commission advocates the creation of 
an individual retirement account: 


The so-called “Keogh Plans” (HR 10) 
available to self-employed persons 
and tax-deferred annuity plans avail- 
able to public school and certain 
tax-exempt organizations’ employees 
under Section 403(b) of the Internal 
Revenue Code have contributed to 


an extension of pension coverage. 
Nevertheless, a substantial propor- 
tion of the nation’s working popula- 
tion does not qualify for a private, 
tax-deferred, pension plan program. 
Accordingly, the Commission rec- 
ommends that eligibility of personal 
retirement plans [emphasis added] 
under Section 403(b) be broadened 
to provide all individuals with the 
same tax deferment opportunities 
now provided for specific classes of 
employees. Moreover, the funding 
methods for such plans should be 
broadened to include trusts, insur- 
ance plans, custodial accounts and 
special savings accounts. 


The commission submitted its report, 
titled “The Hunt Commission Report,” to 
President Nixon on December 22, 1972, 
and it was signed into law by President 
Gerald Ford on Labor Day in 1974. One 
of the key results of “The Hunt Commis- 
sion Report” was the passage of ERISA, 
which protects the interests of partic- 
ipants and beneficiaries in private-sec- 
tor employee benefit plans. In addition, 
ERISA allows an individual “the deduct- 
ibility of [their] contribution to an IRA.” 
As Murray observed, “[L]o and behold, 
this retirement tax feature got included.” 
It is interesting that the Hunt Commission 
referenced Keogh Plans in its discussion 
of individual retirement plans, to which 
Murray also contributed. 

Murray also served as a consultant on 
pension fund investing to the US Depart- 
ment of Labor and the Pension Benefit 
Guaranty Corporation (PBGC). Five of 
the 23 financial articles he wrote were on 
pensions, and he taught extensively on the 
subject in his security analysis course at 
Columbia Business School. Murray also 
helped design the pension plan for Ando- 
ver Academy while he was a trustee. 

In 1983, the Financial Analysts Research 
Foundation published a short monograph 
titled “Understanding Corporate Pension 
Plans.” The authors, Edmund A. Men- 
nis and Chester D. Clark, dedicated the 
report to Murray, stating, “This mono- 
graph is dedicated to Roger F. Murray. 
His years of service, total dedication and 
significant contribution to the financial 
analysts’ profession is well recognized and 
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| 
Roger Murray assisted Representative 
Eugene Keogh, pictured here, in his efforts 
to pass a retirement plan for self-employed 
workers and got the individual retirement 
account (IRA) into the Employee Retirement 
Income Security Act (ERISA) of 1974. 


appreciated.” Murray wrote the preface to 
Mennis and Clark’s monograph. 

After two years of planning, the Com- 
mon Fund was launched in 1971 by a grant 
from the Ford Foundation as a non-profit 
organization. It was chartered with the 
goal of managing endowment assets for 
colleges and universities. Murray was a 
founding trustee of the Common Fund 
starting in 1969 and board chair from 1977 
until 1980. Murray retired from the Com- 
mon Fund board in 1981. Since its incep- 
tion, the fund has grown assets under 
management from $63 million in 1971 to 
over $25 billion today. 

Murray published a paper in 1986 enti- 
tled “The Formative Years: A Founder 
Reflects” to celebrate the 25th anniversary 
of the Common Fund. In that report, 
Murray reflected, “By the late 1960s, the 
returns from college endowments persis- 
tently lagged the growth rate in operating 
budgets. There was increasing concern 
throughout higher education regarding 
the future vitality of private institutions.” 
Murray added, “As a major donor to 
education, the Ford Foundation was, 
therefore, impelled to ask whether there 
could be some recovery in the prospects 
for higher education stemming from bet- 
ter management of endowment assets.” 
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Library of Congress 


Geoffrey H. Moore, director of research for 
NBER, stated in a cover letter addressed to 
the chair of the US Congress Joint Economic 
Committee that “Dr. Murray's work is the 
capstone in a series of studies upon which 
he and several members of the National 
Bureau have been engaged for some years.” 


Traditionally, trusts were legally bound to 
be invested separately (no commingling 
with other pools of capital), and they fol- 
lowed a simple but rigid spending rule: 
only interest and dividends were available 
for operations, no matter the need. “All 
capital gains were allocated to principal.” 

The invention of the variable annuity at 
TIAA-CREF was what started to challenge 
the traditional views of managing retire- 
ment funds and endowments. According 
to Murray, TIAA-CREF “established con- 
cepts such as total return and market value 
accounting as both legitimate and poten- 
tially adaptable to endowment administra- 
tion.” TIAA-CREF also managed a single 
portfolio for all its policyholders. At the 
same time, “the potential of equity securi- 
ties was receiving a new level of emphasis.” 
Despite the possibility of higher returns 
from investing endowments in equities, 
endowment management continued to be 
constrained by the traditional separation 
of principal and income. 

The Ford Foundation published a semi- 
nal report, “The Law and Lore of Endow- 
ment Funds,” in 1969. The report pre- 
sented a powerful case for a new approach 
to managing endowment funds, the most 
significant argument being the importance 
of total return of the portfolio rather than 
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National Bureau of Economic Research 


President Richard 


ixon appointed the 
Hunt Commission to “review and study the 
structure, operation and regulation of the 
private financial institutions in the United 
States, for the purpose of formulating 
recommendations that would improve the 
functioning of the private financial system.’ Roger 
Murray was involved with the commission's 
creation of an individual pension plan. 


simply annual income. The report ushered 
in a new era of a greater concentration of 
holding equities in endowment funds. 

Murray discussed in the 1986 anni- 
versary report the legal challenges faced 
by endowment trustees when managing 
equity portfolios and commingling assets 
of beneficiaries in a common pool of 
investments. He explained that resolving 
these issues led the way to the founding 
of the Common Fund, whose name was a 
nod to the fund’s new legal structure. At 
the bottom of a bear market in 1974, when 
colleges were withdrawing funds from the 
Common Fund equity portfolio, Murray 
wrote a spirited defense for investing in 
equities in the Common Fund’s annual 
report that same year.” And by happen- 
stance, the best piece I ever wrote and the 
one that got the widest circulations was 
a September 1974 article for the annual 
report of the Common Fund.” 

Colleges and universities were withdraw- 
ing their equity participation in the Com- 
mon Fund and investing the money in the 
bond market because bond yields were 
more attractive than what was expected in 
the equity markets. The investment com- 
mittee of the Common Fund felt a need to 
address the situation. The board wanted to 
issue a statement and asked Murray to write 


Department of Defense. Department of the Army. Office of the 
Deputy Chief of Staff for Operations. US Army Audiovisual Center. 


the first draft. Although the country was 
in a recession and stocks had performed 
poorly for several years, Murray felt that 
the market was oversold and was very bull- 
ish on the longer-term prospect for stocks. 
The investment committee thought that 
Murray was overly aggressive in his outlook 
and responded to his report accordingly, 
“We like this, we kind of agree with it, but 
we think you're taking too strong a posi- 
tion.” Murray’s position was that this is “the 
opportunity of a lifetime, to buy equities.” 
The investment committee wanted Mur- 
ray to tone down his position. Although he 
listened patiently to their arguments, he 
responded, “T’'ll tell you what? I’ve got a 
deal you can’t refuse. I write a disclaimer. 
Pll say this [analysis] is not an expression of 
the Common Fund. We [will] observe the 
freedom of thinking and speech common 
to academia. This is one man’s opinion, 
not necessarily endorsed by the trustees.” 
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Murray’s offer was as follows: “If this 
[analysis] is right, this will be the Com- 
mon Fund’s statement.” If the analysis 
turns out to be wrong, “we can say, “That’s 
what Murray said.” The committee agreed 
to publish Murray’s original draft, and he 
didn’t have to modify the conclusion. And, 
of course, Murray was right: 1974 was the 
low point in the bear market. 

Murray was asked to speak at the Chi- 
cago Analysts Society shortly after his 
report was published. His message to the 
audience, “You'll never have an oppor- 
tunity to buy stocks as cheap as they are 
now.” One of Murray’s old friends said to 
Murray after his presentation, “I’ve heard 
you say lots of times never say never, but 
you, you said it.” Murray responded, “Yes, 
I said it and I meant it.” There was no 
question in Murray’s mind: the invest- 
ment opportunities in the stock market 
were “an absolute steal.” $ 
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Paul Johnson has been an adjunct pro- 
fessor at Columbia Business School for 
more than 30 years, teaching courses on 
value investing and security analysis. 
He contributed to two Columbia Busi- 
ness School Publishing books, The Most 
Important Thing Illuminated (2013) and 
Columbia Business School: A Century of 
Ideas (2016). Paul D. Sonkin was a port- 
folio manager at GAMCO Investors, Inc. 
and was for many years an adjunct pro- 
fessor at Columbia Business School. He is 
the co-author of Value Investing: From 
Graham to Buffett and Beyond (2001). 


This article was adapted from The Endur- 
ing Value of Roger Murray, by Paul John- 
son and Paul D. Sonkin, published by 
Columbia Business School Publishing. 
Copyright © 2023 Paul Johnson and Paul 
D. Sonkin. Used by arrangement with the 
Publisher. All rights reserved. 
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wow JAY GOULD evur 
> WALL STREET'S — 
BIGGEST FORTUNE 


American Rascal: How Jay Gould Built 
Wall Street’s Biggest Fortune 

By Greg Steinmetz 

Simon & Schuster; 300 pages with notes 
and index; $28.99 


IT Is HARD TO IMAGINE today the effect 
that railroads had on America in the 
second half of the 1800s. The Civil War 
had dramatically altered attitudes toward 
travel, culture, business and finance. The 
railroads quickly spread these changes 
and helped transform the United States 
from a collection of states to a continental 
powerhouse. Underpinned by huge gov- 
ernment help, railroads promised even 
greater progress, speed, innovation—and 
untold riches for those brave enough and 
tough enough to build and control them. 
In short, railroads cast a spell that few 
people at the time could resist. 

One who fell hard for railroads was 
Jay Gould, who, if we were keeping lists, 
would certainly earn a spot among the top 
“robber barons” of the railroad-building 
era. Author Greg Steinmetz, a reporter- 
turned-fund manager, tells Gould’s story 
in American Rascal: How Jay Gould Built 
Wall Street’s Biggest Fortune. It is a short, 
straightforward biography focused on 
Gould’s repeated, brutal and breathtak- 
ingly audacious fights to seize control 


of several railroads and allied businesses 
from 1868 through 1892. 

Steinmetz sets up Gould’s life from 
his beginnings in upstate New York. He 
was a driven young man, studying hard 
and working hard. He had a capacity to 
impress elders, who entrusted him at a 
young age with more responsibility as he 
moved from surveying to running tannery 
businesses. It was on his tannery trips to 
New York City that Gould realized that 
brokers were making fortunes never set- 
ting foot inside a factory. 

By the mid-1860s, Steinmetz writes, 
Gould was in NYC, smart and savvy 
enough to see he could make a killing 
during a nasty, complicated proxy fight 
between Cornelius Vanderbilt and Daniel 
Drew for the Erie Railroad. Using every 
means at his disposal—including insider 
trading, printing new shares and paying 
off judges—Gould and his larger-than-life 
partner, Jim Fisk, acted to manipulate share 
prices to their benefit. In the end, Gould 
outfoxed everyone, making a fortune and 
assuming leadership of the railroad. 

The battle for Erie earned Gould his 
first notoriety, but it was his efforts in 1869 
to manipulate the market for gold that 
cemented his reputation as a particularly 
nasty and hated Wall Street “operator.” 
Seeing an opportunity to push gold prices 
up through relentless lobbying of the US 
Treasury (and President Ulysses S. Grant), 
Gould hoped to profit by front-running 
a change in government policy. When he 
realized that his attempts would fail, he 
went short before the market caught up 
to his scheme. Gould’s short trades on 
gold cleared; others who traded too late 
were ruined. A Congressional investiga- 
tion named Gould, Fisk and others as the 
prime movers in the plan, but with no laws 
regulating the securities business, public 
condemnation was the only punishment 
meted out. In 1872, Fisk’s luck ran out 
when he was shot by a lover’s boyfriend. 

At this point, according to Steinmetz, 
Gould’s focus shifted back to railroads and, 
more particularly, to a dream of creating a 
seamless coast-to-coast carrier. He focused 
his efforts in the 1870s on taking control 
of the Union Pacific and integrating it 
with his other rail acquisitions. Gould, yet 
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again, used every tool at his disposal to 
weaken existing management by driving 
Union Pacific’s stock down. 

By the 1880s, still a relatively young 
man, Gould’s health began to fail. He 
began to rachet back on his direct business 
involvement and bare-knuckle tactics, giv- 
ing more leeway to his lieutenants. Of 
course, no story of a robber baron would 
be complete without a violent labor clash, 
and Steinmetz covers Gould’s duplicity in 
dealing with the Knights of Labor during 
an 1886 railroad strike. 

Just months before his death in 1892, 
weakened from tuberculosis, Gould’s fixa- 
tion with railroads led him to take another 
run at the Union Pacific. He had left 
ownership a few years before, but he 
still dreamed of a truly continental rail 
company. Although he was successful in 
acquiring control, he was too sick and 
weak to see his plan through. 

There are lots of interesting characters in 
the story. Gould allied with or fought with 
(depending on the deal) a colorful cast from 
“Big” Jim Fisk to Russell Sage to Charles 
Francis Adams. Steinmetz tries to soften 
Gould’s image a bit at the end of the book, 
but it doesn’t work. Imagining Jay Gould— 
short, skinny, studious, deliberate—run- 
ning down to the Hudson River with phony 
Erie Railroad certificates in hand, one step 
ahead of the law, to grab a ferry to New Jer- 
sey is a picture that I won't forget. And this 
was after a dinner at Delmonico’s. 

American Rascal is a good story, but 
I still don’t know what made Gould so 
driven. It appears he left very little reveal- 
ing his internal motivations. Thomas Edi- 
son, who sold Gould telegraph technol- 
ogy to compete with the Western Union 
Company, assessed Gould this way: “His 
conscience seemed to be atrophied, but 
that may be due to the fact that he was 
contending with men who never had any 
to be atrophied.” My guess is that Gould 
just loved the “action,” and Wall Street 
was and is still the best game in town. $ 


James P. Prout is a lawyer with more 
than 30 years of capital market experi- 
ence. He is now a consultant to some of 
the world’s biggest public companies. He 
can be reached at jpprout@gmail.com. 


1. In what year did President Franklin D. 
Roosevelt order the nation’s 21,000 
banks to take a four day “holiday” 
in order to halt the stampede of 
withdrawals that threatened to 
bankrupt the entire banking system? 


2. What academic discipline is 
sometimes negatively referred to 
as “the dismal science?" 


3. What city was particularly hard-hit by 
the Great Depression because it was 
a“one-industry town?” 


4. Which US President was vocal about 
his negative views of the commodities 
markets due to his father’s failed 
speculations? 


5. What value investor and student of 
Benjamin Graham set up the Sequoia 
Fund with a partner in 1970? 


6. What act, signed into law by President 
Herbert Hoover, contained a famous 
provision known as the “married 
persons clause?” 


7. What “robber baron” undertook 
a series of brutal fights to seize 
control of several railroads and allied 
businesses from 1868 through 1892? 


8. What was the name for silver money 
made in the form of ingots and 
formerly used in China? 


9. What is the modern name for the 
for-profit banks that aim to build 
a more inclusive and sustainable 
economy? 


10. What are the three types of finance? 
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Join the Museum and the New York Public Library’s Thomas Yoseloff Business Center for a 
free eight-part virtual series on Retirement Planning. The series aims to provide participants 
with the information needed to help them secure their finances for the future. 


The speakers include professionals from FINRA, the Social Security Administration, 
the Health Insurance Counseling and Assistance Program and the US Department of 
Labor, as well as an elder law attorney. This virtual series runs every Tuesday at noon from 
January 24 through March 14. 


Programs Include: 


Retirement in the Age of Longevity 
Understanding Your Social Security Benefits 
The Importance of Retirement Planning 
What You Should Know About Your Retirement Plan 
Individual IRAs and Employer-Sponsored IRA Plans 
Annuities 
Trust in Your Trust (Part 1): Wills & Trusts 101 
Trust in Your Trust (Part 2): Wills & Trusts 102 


All above events are FREE. Registration is required. 
Registered guests will receive virtual event details prior to the program. 


Register today for any of all of the programs at: 


www.moaf.org/RetirementAtoZ 
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